SO}JTHERN .CALIFORNIA Beth A. Fox
E D i S O N . Senior Attorney
Beth.Fox@SCE.com

. EDISON INTERNATIONAL Company

June 17, 2005

VIA ELECTRONIC MATE AND OVERNIGHT DELIVERY

Mr. Scott W. Matthews
Acting Executive Director
California Energy Commission
1516 Ninth Street
Sacramento, CA 95814-5512

Re: Energy Commission Executive Director Notice Of
Intent To Release Aggregated Data, Docket No.
04-TEP-1D

Dear Mr. Matthews:

Southern California Edison Company (“SCE”) is responding to your letter of
June 3, 2005, transmitting the “Energy Commission Executive Director Notice of
_ Intent To Release Ageregated Data” (“NOIL,” attached as Appendix 1). As an initial
. matter, SCE wants to make clear that SCE is willing to provide its confidential data to
-~ Commission staff, Public Utilities Commission (“CPUC”) staff, the Office of Ratepayer
Advocates (“ORA™), The Utility Reform Network (“TURN?), and cther non-market
participants who sign an appropriate non-disclosure agreement SCE ig unwilling,
however, to allow its confidential information to be provided to generatars, brokers
 and other market participating parties, who could use the information to harm SCE’s

customers.

SCE Appeals From 3 Of 10 Proposals in the NO1

As SCE understands the NOI, the Commission intends to release 10 distinct
sets of data; Bundied Customer Capacity (annually and quarterly), Bundled Customer
Energy (annually and quarterly), Geographically-aggregated Capacity (ennually and

-quarterly), Geographically-aggregated Bnergy (annually and quarterly), and
Geographically-aggregated Capacity with ranges given (annually and quarterly). In
general, SCE does not oppose the release of 7 out of the 10 forms preposed by the NOI,

! Thus, SCE supports TURN’s position, expressed in its June 15, 2005 letter to the Commission, to -
allow TURN access to this material under a non-disclosure agreement or pretective order.
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provided the Commission releases the Proposal 1 “annual energy data” for every load-
serving entity (and not just investor-owned utilities (“IOUs)):

» Proposal 1, annual bundled customer energy data;

e Proposal 2, annual geographically-aggregated capacity data;

e Proposal 2, annual geographically-aggregated energy data;

» Proposal 2, quarterly geographically-aggregated capacity data;
» Proposal 2, quarterly geographically-aggregated energy data;

» Proposal 3, annual geographically-aggregated capacity data, with a range
of values;

= Proposal 3, quarterly geographically-aggregated capacity data, with a
range of values;

SCE does, however, object to the release of three sets of data that the
Commission intends to produce. Therefore, pursuant to Title 20 of the California Code
of Regulations, Section 2505(a)(3)(B), SCE hereby appeals from the following portions
of the NOI, on the grounds that they reveal proprietary, confidential, and trade secret

information:

s  Proposal 1, for annual capacity_ data;
» Proposal 1, for quarterly capacity data;
» Proposal 1, for quérterly energy data.

SCE also objects to the Commission’s attempt to treat IOU confidential data
differently than data supplied by Energy Service Providers (“ESPs”). This distinction
is impossible to justify. The Commission should protect the data of all load-serving
entities (“LSEs”), not just the data of generators and ESPs, and where disclosure is
~ required, the disclosure requirement should be uniform, and not just pertain to IOUs.

In general, SCE cautions the Commission against taking actions in the name of
“transparency” that will allow market participants to benefit unjustly at the expense
of California’s electricity customers. John Q. Public and Granny Doe are not seeking
access to SCE’s “Bundled Customer Net Peak Demand + 15% Planning Reserve
Margin” or “Bundled Customer Future Generic Resource Needs.” Market participants,
and the trade organizations that represent them, are the ones who are agitating for
this data. They do not want this information to enable the state to keep energy prices
low, or improve services to California’s ratepayers. They fight to obtain this
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information only to maximize profits for their shareholders. That is why they take
every opportunity to fight disclosure of their own.information.

Procedural Summary

The NOIT is based on a Draft Proposal issued on May 13, 2005 by Commission
‘staff (“Draft Proposal”). The Draft Proposal proposed that the Commission release
capacity and energy data in two ways: (1) for the bundled service customers of each
utility, aggregated annually; and (2) across defined geographical areas, also -
aggregated annually. SCE and other parties participated in a May 18, 2005 meeting
arranged by Commission staff in which the I0Us expressed grave concerns with the
Draft Proposal as it was then written. The JOUs particularly objected to the release of
utility-specific capacity data, some of which is now the subject of a writ petition in

Superior Court.

On May 20, 2005, two days after the meeting with Commission staff, the IOUs
filed joint comments on the Draft Proposal. (A copy of those comments is attached as
Appendix 2.) In those comments, the IOUs supported the general concept of
aggregating data, but expressed strong objections to the Draft Proposal. Among other
things, the I0Us opposed releasing bundled-service customer capacity data. The IOUs
also felt strongly that all load-serving entities shounld be treated similarly in reporting

purposes.

The NOT differs from the Draft Proposal in three important respects. First, the
NOI would release data only from 2009 forward. SCE welcomes this change, as
nearer-term data is somewhat more sensitive than the data further out. However, the

" data for 2009 and later is still highly market-sensitive because this is the period SCE

and the other JOUs would need to procure new capacity to meet those future needs.
The NOI also adds to the Draft Proposal a “Proposzal 3,” which would provide a range
of data in the geographically-aggregated regions. In one sense, however, the NOI
releases more confidential data than the Draft Proposal, in that it releases data on a
quarterly, not just an annual, basis. No reason is given for the release of quarterly
data. Even more important, the Commission gives no justification for it.

Our specific concerns with the NOI are set forth below.

Proposal 1, Almual Capacity Data For Bundled Service Customers

Bundled service customer capacity data is the most market-sensitive data that
the NOI is proposing to publicly disclose. And the residual net short — directly
revealed by the tables proposed by staff — is one of the biggest trade secrets. Proposal
1 of the NOI (for capacity) would reveal not only SCE’s peak demand calculations for
bundled service customers, but the existing and planned resources SCE uses to meet
those customers’ needs and SCE’s “future generic resource needs” —i.e., its bundled

customer residual net short.
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SCE’s peak demand calculations are presently the subject of a writ action in
Superior Court. (Southern California Edison Company v. State Energy Resources
Conservation and Development Commission, Case No. 05C500860). In advance of
that action, the Commission agreed to “attempt to maintain confidentiality of the
Disputed Data until a final judgment is issued in the Potential [now, actuall
Litigation or the statute of limitations for such litigation has run.” The Commission
agreed not to release the information unless there is a Public Records Act ("PRA™)
reguest for it. In return, SCE agreed not to seek a temporary restraining order in that
action until the Commission received a PRA request and was going to provide the
information pursuant to it. In a telephone conversation on June &, 2005, Commission
staff claimed that the information the Commission now proposes to release is
“different”. Although the numbers of the peak demand forecast are somewhat
different since the S-1 form used different assumptions for four different scenarios,
this data is, in truth, exactly the same information that is the subject of the Court
action. The same peak demand numbers can be calculated by adjusting some lines in
S-1. Therefore, the Commission would breach its agreement if it released this data.

Nonetheless, even if there were no court action pending, the Commission should
reverse its decigion to release this information. Under California law, “it is not
riecessary in order that a process of manufacture be 2 trade secret that it be
patentable or be something that could not be discovered by other by their own labor
and ingenuity.” The central issue is whether the system gains value from being kept
conﬁdential, not whether others could derive a similar system through independent
effort.? Indeed, California courts have held that marketing strategy, plans, and
technigues can be deemed trade secrets.” Cases have recogmzed that mformatlon
related to cost and pricing can be trade secret as well.”

The Bundled Customer Peak is not provided to the public. If power producers
knew this peak annual number, and also were able to determine from other sources
how much power SCE already secured, those generators counld determine SCE’s net
ghort, i.e., how much power SCE needed to buy. This information would give
prospective suppliers a significant advantage in negotiations for supplies of power. In
essence, the Bundled Customer Peak is half of the “net short trade secret.” It is also,
in itself, a market-sensitive secret which SCE has protected and since restructuring

has never revealed publicly.

Yet, the NOT goes even further in that it releases the actual annual (and
quarterly) net short itself. This is a key trade secret that SCE has always protected.
It is not necessary for the Commission to reveal the hourly peak demand or hourly net

By-Buk Co. v. Printed Cellophane Tape Co., 163 Cal. App. 2d 157, 166, 328 P.2d 147 (1958).
See id.; see also Abba Rubber Co. 1. Seaguast 235 Cal. App. 3d 1, 18, 286 Cal. Rptr. 518 (1991).

Whyte v. Schlage Lock Co., 101 Cal. App. 4™ 1443, 1456 (2002)
See Courtesy Temporary Service, Inc. v. Camacho, 222 Cal. App. 3d 1278, 1288 (1990) (billing and

markup rates “irrefutably” of commercial value).

LTS TR ¥




Page 5
June 17, 2005

short to cause damage to SCE. SCE procures to meet its annual net short, not any

specific hour, but for the peak hour whenever it occurs. Moreover, SCE generally -

* procures quarterly products. Because SCE’s system peaks each year on a day in the
summer (as opposed to, say, Pacific Northwest utilities, which peak in the winter), a
supplier who knows SCE's forecast load for its bundled service customers at the time .

_of the peak would be substantially advantaged by knowing just how much capacity
SCE requires every day for the third quarter of the year.

SCE is including with this appeal a declaration from Charles R. Plott, Ph.D.,
dated June 17, 2005, (attached as Appendix 3) and a declaration of Kevin R. Cini,
dated June 9, 2005, which was filed in the writ petition action referenced above
(attached as Appendix 4). These declarations further explain why this data is market
sensitive and the harm that could ensue if the Commission were to publish it.

In addition to the fact that SCE’s capacity net short is a trade secret, the
Commission must follow statutes and CPUC rules to guard confidential information.
The CEC TEPR Process has become inextricably linked to the CPUC’s procurement
planning process. For example, in a ruling dated March 14, 2005, CPUC
Commissioner Michael Peevey stated: “With narrow exceptions consistent with Public
Resources Code Section 26302(f), the CPUC will not provide an additional opportunity
for parties to re-examine IEPR determinations during its 2006 procurement
proceedings. Parties will not be permitted to present evidence, testimony, or
argument that they presented, or could have presented, in the CEC's IEPR

- proceeding.” The Legislature, in. Assembly Bill 57, specifically charged the CPUC

with ensuring the confidentiality of market sensitive procurement plan-related
information. Asthe CEC has joined the procurement planning process, it must follow
California law which requires the protection of “market-sensitive information” in
accordance with procedures designed by the CPUC under Public Utilities Code Section
454.5(g), such as the April 4, 2003 Administrative Law Judges’ Ruling Regarding
Confidentiality Of Information And Effective Public Participation.’

The Commission elaims that a CPUC ruling issved in R.04-04-003 and
R.04-04-025 makes public “a wide range of similar data.” This is simply not so. The
ruling in question does not make public any capacity net short data, of any
aggregation. And the demand data released is that of “system demand,” which is a
number completely different from the bundled customer demand that the NOI would
relezse.’ The system demand includes the demand of both bundled service and direct
access customers. It includes customers for whom SCE must procure power, as well as

¢ Assipned Commissioner's Ruling Detailing How The California Energy Commission 2005
Integrated Energy Policy Report Process Will Be Used In The California Public Utilities Commission's
9006 Procurement Proceedings And Addressing Related Procedural Details, issued March 14, 2005 in
Rulemaking 04-04-003. '

! This Ruling was filed in R. 01-10-024.

’ See Administrative Law Judges’ Ruling On Pro‘tectlve Order and Remaining Discovery Dlsputes

Issued May 9, 2005, at p. 26.
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.customers who rely on ESPs to procure their power. As such, it is more similar to the
geographically-aggregated data that the Commission would provide in Proposals 2 and
3, than the bundled customer demand data that is the subject of Proposal 1.

Proposal 1, Quarterly Capacity Data For Bundled Service Customers

ATl of the reasons set forth above apply to the Quarterly Capacity Data that the
Commission would provide under Proposal 1. If anything, the quarterly data is more
sensitive, because it provides a finer gradation of SCE’s customers’ demand, and SCE's
needs to meet that demand. Because SCE often procures quarterly products, the
quarterly capacity net short, and the components of it, are extremely sensitive. A
marketer who has access to SCE’s annual capacity net short would know the resources
SCE needs to fill to cover its summer peak. A marketer who has access to SCE’s
capacity net short for each quarter, however, would know how much power SCE must
procure to meet the peak for that particular quarter. Because SCE generally procures

- products by quarter, the marketer would know exactly what SCE needs and is
seeking. The marketer would thereby be able to strategically modify its behavior,
including prices bid to SCE, to increase profits (and SCE’s costs) above what they
would otherwise be were the confidentiality of SCE’s information maintained.

This is also true when SCE 1s “net long” in any quarter. Data enabling market
participants to determine SCE’s residual net long position would allow them to know,
and exploit to their advantage, how much capacity SCE has to sell in that quarter.

- SCE does not have equivalent information about other companies’ "short” or “long”

positions. Other companies could exploit the public release of SCE’s confidential
information by pursuing various strategies, including selling in front of SCE, taking
the best offers for themselves and depressing prices SCE would receive. This data
must not be provided publicly to market participants.

Proposal 1, Quarterly Energy Data For Bundled Service Customers

Although SCE does not oppose the release of Bundled Customer Energy data on
an annual basis — in fact, SCE never claimed that it was confidential — SCE does
oppose the publication of its quarterly Bundled Customer Energy data, quarterly
energy supply, and quarterly energy net-short and net-long positions. As noted above,
SCE often procures (and sells) quarterly products. Providing quarterly energy supply
information reveals information about when SCE’s contracts start and end, the timing
of plant outages, and the amount of energy that can be produced from energy-limited
resources (such as from hydroelectric generation). Providing quarterly net-short or
net:long energy positions, or information that could be used to calculate or estimate
guarterly net-short or net-long positions, provides information on the timing and
guantities that SCE will be seeking to buy or sell in the market, as the case may be.

The power producers could use this information to manipulate the prices in
various ways. For example, in a concrete solicitation to buy energy, a power producer
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could bid higher prices when SCE’s net short position is significant for any given
gquarter and it expects that SCE would need to contract with multiple generators.
Additionally, a power producer who knows how much energy SCE is seeking to buy by
quarter could schedule a major plant outage when SCE'’s energy needs are higher,
which could result in higher prices and profits for energy sales from its octher plants.
The above effect is magnified to the extent multiple power producers see the same
confidential information and employ the same strategy to increase profits. A power
producer who knows that SCE is long in a particular quarter, and will thus be selling
energy, might want to enter sales contracts ahead of SCE, to ensure that it takes

advantage of the best offers before SCE.

All Non-Municipal Load-Serving Entities Should Be Treated The Same

Finally, the Commission should treat all load serving entities equally with
regard to all public policy considerations. There is no sound publiec policy to do
otherwise. In the present environment where a competitive wholesale market exists,
and changes are being considered to significantly expand the current extent of
competition in retail markets, it is critical to not advantage any one set of load serving
entities over another. This important public policy was recognized when resource
adequacy requirements were established and it should apply to all other obligations
being placed on load serving entities. (Indeed, if the purpose of disclosing data is to
track the attainment of resource adequacy requirements, the same data must be made
available for each LSE or should not be produced for any LSE.) With regard to the
+ specific proposal for aggregating data, the same standard for disclosing market
sensitive information should apply to all LSEs and disclosure (or non-disclosure)

should be made accordingly.

The NOI claims that ESPs should be in a different position because “they
compete against each other” but due to the current suspension of direct access “may
not compete to acquire additional customers from IO0Us.” This is not actually the case.
Direct Access in California represents about 23 billion k¥Wh annually (approximately
10 percent). In SCE’s area, 16 retail Electric Service Providers (ESPs) are active and
117 are eligible to provide Direct Access service. Customers who are the beneficiaries
of the “switching exemption” can return to bundled service and, after three years,
return to Direct Access. Moreover, because California is actively considering core/non-
core models, community choice aggregation, and other forms of retail restructuring,
there is the potential for much greater involvement of retail market participants in

the near future.

Market participants serving the retail side can use SCE’s confidential
information — particularly its buying, selling, and hedging requirements, contract
information and residual net short and net long positions — to obtain more favorable
deals for their customers at the expense of SCE’s bundled service customers.
Furthermore, retail market participants who have access to SCE’s canfidential
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information can purchase energy or capacity knowing when and how much they can

- resell to SCE at inflated prices, based on SCE’s needs. In-other words, market

- participants serving the retail side are buyers and sellers on the wholesale side.
While SCE opposes three components of Propesal 1, if the Commission forces IOUs to
release this information, it must treat all LSEs equally.

"The Commission Should Collaborate With The CPUC On Protecting Confidential
Information

The CPUC has viewed the Commission as an important part of the procurement
planning process. Likewise, the NOI relies on the ruling of a CPUC Administrative
Law Judge to (mistakenly) justify the publication of certain data. Despite the
relationship between the CEC’s and CPUC’s procurement proceedings, the CEC has
not adopted the CPUC’s rules to ensure that market-sensitive information is not
published. When it comes to protecting confidential information, there is
inconsistency not just between, but within, each of the agencies.

The CPUC is planming to open a new rulemaking to address the treatment of
confidential information." SCE respectfully suggests that the Commission work jointly
with the CPUC 1o ensure that the proceeding develop consistent rules that will apply:
to both agencies. Until these rules are developed, however, the Commission should
refrain from publishing data that the IOUs claim as confidential under relevant
statutes and existing CPUC rules. '

" Summary

For all of the aforementioned reasons, the Commission should adopt Proposals 2
and 3 on an annual basis, and also allow the release of Annual Bundled Customer
Energy Data, as set forth in Proposal 1. The Commission should reverse the
determination of the Executive Director and prohibit the release of:

« T0OU Bundled Customer Capacity Data, on an annual basis, as set forth
in Proposal 1.

« JTOU Bundled Customer Capacity Data, on a guarterly basis, as set forth
in Proposal 1. o |

o JOU Bundled Customer Energy Data, on a quarterly basis, as set forth in
Proposal 1.

.9 This has been noted on the CPUC’s recent ageﬁda as ‘R - Order Instituting
Rulemaking to implement Senate Bill No. 1488 (2004 Cal. Stats., Ch. 690 (Sept. 22, 2004)) relating to
confidentiality of information.” On June 16, 2005, the CPUC held consideration of this new rulemaking

10 its June 30, 2005 meeting.
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' The Commission should also treat all LSEs equally and, if it chooses to release

information, should release the same information for all of them.

Very truly vours,

Beth A. Fox

e C aryn Holmes, Esq., California Energy Commission {via Overnight Delivery)
Kevin Kennedy, California Energy Commission {via Overnight Delivery)

BAF:ball . W051880008.doe

Enclosure(s)
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TATE OF CALIFORNIA - THE RESCURCES AGENCY . ARNDOLD SCHWARZENEGGER, Govemor

SALIFORNIA ENERGY COMMISSION

516 NINTH STREET
ACRAMENTO, CA B5814-5512
WW.ENErgY.CA.goV

| June 3, 2005

Ms. Laura Genao

Southern California Edison Company
2244 \Walnut Grove Avenue
Rosemead, CA 91770

Dear Ms. Genao:
RE: Plans to reiease aggregated confidential data

Energy Commission staff has reviewed the various data filings provided by the state’s
load serving entities (LSEs) over the fast several months. Because much of this dafa is
being treated as confidential, staff plans to present aggregated data in our staff reporis
on the electricity supply and demand situation in California. Kevin Kennedy, the Energy
Report program manager, discussed a draft of this proposal with the affected LSEs in’
meetings two weeks ago, and ali of you filed comments on the draft after the meetings. |
appreciate your willingness to provide comments and recommendations quickly. As you'
know, a key Energy Commission goal is to conduct the 2005 Energy Report proceeding
in as open and transparent a manner as possible. At the same time, we are bound to
protect any information that has been provided {hat is entitled to confidential treatment.

~ After considering the responses from the LSEs, | believe that the attached plan for
release of aggregated data succeeds in balancing those two principles.

Release of aggregated information is important to providing the necessary foundational
material to support the Energy Commission's recommendations reiating to the state’s
electricity system. The aggregation plan includes geographic aggregation that will be -
useful in the Commission’s development of statewide energy policy recommendations.
In addition, because the Energy Commission and the California Public Utilities
Commission (CPUC) have agreed that the 2005 Energy Report proceeding wiil be the
start of a new integrated statewide planning process, we need to address LSE-specific
information. As stated in President Peevey’s September 16, 2004, Assigned
Commissioner Ruling (ACR), the 2005 Energy Report process “will estimate need for
resource additions, evaluate policies and recommend appropriate resource strategies
for the state to meet forecasted load on a biennial cycle. All load serving entities will
provide load forecasts, resource plans and transmission assessment as input.” The _
CPUC expects the Energy Commission to provide a transmittal report that is “based on
the comments and information provided by all the participants regarding the issues, and
will identify the likely range of statewide and LSE-specific need [and] a discussion of
issues relevant to this determination.” (March 14, 2005, ACR) To fulfill these
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requirements, the Energy Commission must provide participants in the 2005 Energy
Report proceeding with sufficient information to allow an understanding of its
recommendations on LSE-specific range of need. :

| believe the current proposal protects confidential information while providing the public
with an adequate opportunity to review and discuss the information that we will transmit
to the CPUC along with the Energy Commission’s findings and recommendations.
Nonetheless, | recognize that some LLSEs may have concerns about the degree of
disclosure that would result from this plan. If you believe that any of the proposals in the
plan will result in the release of information that is entitied to confidential treatment, you
should file an appeal with the Commission in the Energy Report docket (04-1EP-1D)
within fourteen days of this letter. (Cal. Code Regs., {it. 20, 2507(e)(2).) Please provide
copies to Kevin Kennedy, Energy Report Program Manager, and Caryn Holmes, Energy
Report Committee Counsel. While it is not required, if you decide before the deadline for
filing an appeal that you are satisfied with a portion of our proposals and will not filean
appeal for these, it would be helpful to staff in preparing key reports for a mid-June
publication date if you notified us of that decision as soon as it is made.

Thank you for the work you and your staff have done in providing information for this .
proceeding. | look forward to your continued cooperation in the future. If you have

questions or concerns about this proposal, please contact Kevin Kennedy at
(916) 651-8836. '

Sincerely,

SCOTT W. MATTHEWS
Acting Executive Director

ce; Docket Unit, 04-IEP-1D




ENERGY COMIMISSION EXECUTIVE
DIRECTOR NOTICE OF INTENT TO RELEASE
AGGREGATED DATA

Background

The information provided by the state's load serving entities (LSEs) is a key part of
the record for the 2005 Energy Report proceeding. Evaluation of this information by
Energy Commission staff and other parties will heip inform the findings and
recommendations in the 2005 Energy Report, which in turn will form the basis for the
transmittal of data and recommendations to the California Public Ulilities

Commission for the 2006 long-term procurement proceeding.

- Much of the data supplied by investor-owned utilities (10Us) and electricity service
provider (ESPs) is being treated as confidential, either because the Executive
Director determined that filers had made a reasonable claim that the information is

-entitled to protection, or because the process for resolving LSE appeals of Executive
Director determinations that the data is not entifled to confidential protections is.not

yet complete.

The Energy Commission is committed to ensuring that the 2005 Energy Report
policy proceeding is conducted in an open and public manner. The Energy Report -
Committee expects that all the information that it considers in developing findings
and recommendations in the 2005 Energy Report and accompanying transmittal
report for the CPUC will be pari of the public record. While monthly demand and
monthly specific resource data at the I0U bundied service lbad level has been
granted canfidentiality, the CPUC expects the Energy Commission fo transmit
information on the 10U positions through the 2005 Energy Reporf process, and
expects that all parties will have the opportunity to review and comment on this
information. In order to meet this objective, the Energy Commission staff is
developing summaries and aggregations of the confidential data for outside parties -
and Energy Commissioners to review. These summaries and aggregations will
allow all parties to understand the supply/demand picture for the state and for the
individual utilities. They protect the confidentiality of any underlying data that is
confidential. :

The 10Us have suggested that the Energy Commission’s collaboration with the
CPUC in the procurement process binds the Energy Commission to foliow the
CPUC's confidentiality determinations. While similar data has been provided to the
CPUC for past proceedings, the data filed by the LSEs for the 2005 Energy Report
proceeding has not itself been reviewed for confidentiality by any other agencies. It
therefore falls on the Energy Commission to determine whether this data should be
shielded from release under the Public Records Act based on applicable laws and
regulations. Even if it were appropriate for the Energy Commission o apply the




CPUC’s requirements to this data, the CPUC has been directed by legislation to
revisit its own approach to confidentiality, and expects tc de so before the 2006

procurement proceeding begins.
Overview of Staff Proposals

The staff plans to release to the public aggregated data tables described in the three
proposals below, which have been desighed io mask the underlying resource plan
data that has been designated as confidential. Each of the three proposals address
both projected energy production and productive capacity of resources. Further,
sach of these tables will have annual and quarterly versions.

In all three sets of tables, the data will be aggregated in two dimensions: (1) along
the time dimension, and (2) along the specificity of resource dimension by combining
data about individual resources into categories of resources. The temporal
aggregation will be from the monthly data submitted to quarterly and annual values,
For the capacity tables, this aggregation will be developed by selecting values for
the single month in which the forecast total peak demand is highest during the
period, without identifying what month was selected. For example, in preparing an
annual capacity from $-1 data if peak demand is highest in August for a specific
year, all vaiues for that year will be from August. For the energy tabies, the data will
be summed over the months in the relevant pericd. The quarterly data would be
based on calendar quarters, and the annual data would be based on calendar years.

In addition, individual rows of resource-specific data from the submittals would be
combined into various category subtotals. In these aggregated tables, staff will
include all the rows relating to demand that do not reveal supplier categories, but will
combine the specific resource listings (e.g. individual power plants, or individual
contracts) into categories of resources (e.g. utility-controlled fossil resources, or
existing & planned renewable contracts). Tables 1 and 2 at the end of this document
summarize the categories staff will use for release of capacity and energy data,
respectively. Staff has also prepared a template Excel spreadsheet similar to the
public versions of forms S-1 and S-2 that the |IOUs provided with their resource plan
filings to use as a visual image of the annual version of the proposed tables. The
quarterly version would simply have more columns.

The three sets of aggregated data tables differ based on the degree of geographic
aggregation, and whether the scenarios filed by the LSEs are reported separately or
are only shown as a range across scenarios. These differences are summarized as

follows:

1. 10U-specific tables for each scenario: For each resource plan scenario, the
staff will aggregate individual IOU bundled service customer dzta by
aggregating monthly resource-specific entries to produce annual and
guarterly subtotals by resource calegories;




2. Planning area tables for each scenario: For each resource plan scenario,
the staff will agaregate monthly resource-specific data for all LSEs serving
load within a transmission planning area to produce annual and quarterly
subtotals by resource categories; and

3. Planning area tables showing capacity scenario rangés: The staff will
combine the results of the individual capacity scenarios for each planning
area in the previous proposal to create a single table that shows the range of

values.

These three proposals are discussed in more detall below. The staff believes that
the first two proposals together provide the most appropriate level of disclosure
consistent with protection of confidential data. The tables in the third propesal will
only be produced if one or more LSE objects to either of the first two proposals.

The LSEs whose data is being aggregated can appeal the decision to release some
or all of these tables to the full Energy Commission. No release of aggregated
information that is the subject of an appeal to the full Commission will be allowed
until the appeal is seftled. In agreeing to or appealing the release of these three sets
of aggregated data {ables, the LSEs should consider the annual and quarterly
versions separately, e.g. there are six proposed ways in which the data will be

aggregated.
Proposal 1: IOU Bundled Customer Data

Under this proposal, staff will produce data tables conmsten’r with Tables 1 and 2 for
each of the |OUs, as described above. The tables will show annual and quarterly
aggregated energy and capacity information for each |IOU’s bundled loads, for each
of the four resource plan scenarios provided by the IOUs. These tables would be
similar to the public versions of forms 8-1 and S-2 that each 10U voluntarily
provided, though they would provide more detailed information on categories of
resources, parficularly on the capacity side. The staif accepts the 10U suggestion
that near term values have special sensitivity, so the {ables would begin with year

2008.

The information included on these tables does not reveal the confidential data from
the 10U filings, and is not itself entitied to confidential treatment. Aggregating supply
data across the two dimensions {from monthly to annual and guarterly data and from
individual resources to resource categories) does not reveal confidential monthly
resource-specific data. Nor can these data aggregations be combined with other
publicly available data to identify confidential monthly, individual resource-specific
data for an individual IOU. This is due to the fact that in most of the resource
categories, many individual resource entries are aggregated together into a single
value. The only instances in which the number of individual resources comprising a
category is small are when the resources are utility-owned. Substantial information is
publicly available about these resources. IOU concerns about revealing how such




resources might be used to meet demand over time are addressed by providing only
annual and guarterly values, and by keeping monthly patterns confidential.

The guarterly and annual demand aggregations for the fop rows of the S-1 and S-2
forms are not themselves confidential for two reasons. First, the various adjustments
from gross load fo net load resulting from shifts in supplier from 10U to other LSEs
have been aggregated into a single “load adjustment” row that coes not reveal
alternative supplier. Even for the individual sources of adjustment, in most instances
the resource plan forms and instructions directed the nature of the adjustment. The
magnitudes of these values as submitted in the S-1 and 5-2 forms reveal more
about implementation of Commission direction rather than predictions of loss of load
from modeling and analyses reflecting the business assessments of the [OU.
Second, the demand-side load adjustments resulting from energy efficiency,

demand response, and distributed generation are largely a matier of public
knowiedge having been issued as programmatic goals by CPUC orders. At this level
of aggregation, staff does not believe any confidential information is being released.

Finally, for the same reasons as those underlying the Executive Director's
determination that annual demand forecast data should be public, the portions of
Tables 1 and 2 that show Future Generic Resource Need should also be made
public. In upholding that determination, the Commission focused on whether
knowledge of the extent of the gap between supply and demand during the single
hour of highest demand would affect a utility's bargaining power vis-g-vis its potential
suppliers and purchasers. The Commission found the answer io this guestion was
no. IOUs have already agreed that the energy version of this Generic Resource
Need can be made public by SCE furnishing its Public 5-2 tables, and PG&E and-
SDG&E furnishing their S-7 tables. :

While this aggregation proposal adds information on resources, and further
disaggregates demand and resource information o a quarterly level, the same
principles lead to the conclusion that the information reveaied under this proposal, at
either the annual or quarterly level, is not-a trade secret: '

+ data similar to most of the disputed information is publicly available;

+ release of the annual or quarterly demand and resource data without:
specificity about when the single hour of peak demand wili occur and how
similar that hour is to any other hour during the period diminishes the vaiue of
the information; and

+ potential sellers can offer a variety of products tc meet the utilities needs, and
the utilities have additional options for meeting peak demand in addition to
purchases from third parties.

Limiting the release of the IOU-specific aggregated data to the years 2009 and
beyond also minimizes any potential value of the data because additional suppliers
will be able o enter the energy market by that time. ‘




While the demand forecast determination upheld by the Energy Commission related
only to annual data, we note that a recent CPUC administrative iaw judge ruling
issued in R.04-04-003 and R.04-04-025 addresses confidential versus public
designations for a wide range of data of similar data.’ We understand this ruling to
uphold the confidentiality of hourly and monthly data, but that it orders the 10Us to
release quarterly demand forecasts and quarterly forecasts of utility-retained
generation costs and production. While the Energy Commission is not bound by
CPUC determinations on the public or confidential nature of similar data, this
decision does demonstrate that the CPUC, which the Energy Commission has
encouraged to be less protective of 10U data, believes that releasing quarteriy
demand data does not reveal trade secret information.

In discussing these aggregation proposals, I0Us have indicaied that they believe
any | SE-specific data aggregations should apply equally to all LSEs. Staff plans to
apply this proposal only to the |OU data, and not to the ESP data. In general, the
staff agrees that similarty situated entities should be treated in similar fashion.
However, in this instance, the staff is attempting to provide information to the CPUC
on regulated utility activity, and to allow parties that may participate inthe CPUC’s
2006 long-term procurement proceeding to have access to aggregated data that
may be used in that proceeding. The staff does not anticipate including ESP data in
the transmittal report to the CPUC, and so does not plan to release a set of ESP-
specific aggregation tables based on this proposal. Finally, ESPs have justified their
claims for confidentiality of data submitted into this proceeding by noting that they
compete against each other, even though under the current suspension of direct
access, the ESPs may not compete to acguire additional customers from IOUs.
Thus, 10Us and ESPs are not similarly situated, and what is a trade secret for one is
not necessarily a trade secret for another. Accordingly, stait believes that making
distinctions between the treatment of different subsets of LSEs is justified.

Proposal 2: Aggregation of all LSE Loads and Resources
within a Geographic Region

In this proposal, the load forecast and resource plan data from all LSEs serving load
within a control area will be aggregated, with the exception of the California
Independent System Operator (CAISO) control area. For that control area, the unit
of aggregation will be the participating transmission owner {PTO) transmission
planning area. Under this proposal, the I0U data would be combined with the data
for all ESPs and municipal utilities within that IOU's planning area. As with Proposal
1, data tables would be created in this proposal for each of the four resource plan
scenarios provided by the 10Us. :

Aggregation of LSE Load Data within Planning Areas

' R.04-04-003 and R.04-04-025, Administrative Law Judges’ Ruling on Protective Order and
Remaining Discovery Disputes, May 8, 2005.




Specifically, staff plans to release aggregated ioad forecast data for the four major
control areas (CAISO, LADWP, SMUD/ WAPA, and a grouping of the smallest
control area and fragmenits of ihe state in non-California control areas). Table 3
identifies the four control areas and the assignment of LSEs to them and to the
subsidiary planning areas of the CAISO contro! area. Three of these CAISO
planning areas are based on the large 10U dominating that geographic region, while
onhe consists of the State Water project within the Department of Water Resources

(DWR).

Staff plans to use this aggregation of LSE loads in its demand forecast comparison
report, which will compare the staff demand forecast to those provided by the LSEs.
This report is scheduled for public release on June 13 and will be discussed at a
workshop on June 29. Because LSEs with a peak demand of less than 200 MW
were not required to submit demand forecasts, using planning area requires
estimation of the loads associated with these small suppliers. Staff has prepared an

. estimate of peak demand for 2005 for determining the proportion that these loads
represent of the total planning area; this estimate is sufficiently small that the smalier
entities can be approximated without introducing appreciable error into the overall

fotal.

This aggregation of 10U, ESP and municipai utility lcad data into three 10U-centric
planning areas could create disclosure problems for any of the component LSE
elements that need o be protected.? However, previous infermal discussicns with
I0Us and ESPs found support for this general approach. Staff's assessment of the
confidential data along with public data from municipal utilities and smaller ESPs and
municipals that were not required to file in this 2005 Energy Report cycle indicates:
that 10U load forecasts are in the range of 80 - 85% of planning area totals for year
2005. This percentage combined with the fact that the number of entities included in
the aggregation is at least 10 or more LSEs per pianning area sufficiently masks the
underlying confidential data of each one of the LSEs.

Aggregation of Individual Resource Plan Scenarios within Planning Areas

| SEs were requested to provide monthly tabulations of individual resources for
capacity and energy fo serve load in Forms S-1 and S-2, respectively, for four
scenarios. As with the reference case resource plans, the 5-1 and 5-2 forms for
each of these alternative scenarios were granted confidentiality. Recognizing that
some access to these data were necessary, the three 10Us provided public versions
of these resource plan data by aggregating in two dimensions — from month]y to
annual, and from resource-specific to resource- category.

Staff plans to provide separate aggregated tables for the individual resource plan
scenarios for capacity and for energy on an annual and quarterly basis. These

2 pG&E and SCE planning areas contain several municipal utilities that filed load forecasts and
several more that did not. All three I0U-centric planning areas contain loads of small ESPs <200 MW

peak demand that did not submit load forecasts.




scenarios reveal how each |OU proposes to adapt shouid an alternative future other
than the reference case materialize. The size of the adjustments to load most fully
characterizes each of the uncertainties about load (core/ non-core, community
choice aggregation/ municipal departing load and ievels of preferred loading order
resources). The resulting resource plan scenario reveals how the IOUs would need
to adapt their procurement actions to match such & load forecast when they
identified it. The annual and quarterly resource category subtotal values are needed
to understand the nature of the differences among the scenarios and the public
policy consequences of the various scenarios.

Proposal 3: Further Aggregation Across 10U Resource
Plan Scenarios

As a result of informal discussions with 10Us, the staff proposes a third aggregation
proposal for capacity values that utilizes broader groupings. The tables in this
proposal would collapse the separate capacity scenario tables for a given planning
area into a single capacity table. The entries in this table wouid be the range of
corresponding values from the separate scenario tables. If the values were common
across all four scenarios, then a single value would be presant in the cell. If there
were four different values in the corresponding cells of each scenario, then the
lowest and highest would be chosen and that range of values shown in the cell.
Thus, the more that particular types of resources were affected in the development
of the resource plan scenarios, the more that ranges wouid appear in the table
rather than single values and the more that ranges would widen through time.

The interpretation of these tables would be difficult, since changes reflecting multipie
sources of uncertainty would be intermingled. Because this proposal can be readily
created from the tables in Proposal 2 and provides less information, staff would
produce tables under this proposal only in cases where a pending appeal prevents
the release of the corresponding Proposal 2 scenaric tables. Staff has not included
an energy version of this proposal, since the LSEs have informally agreed to
Proposal 2 for the energy data.

Timing

The aggregations discussed above will appear as part of staff reports released in
June commenting upon LSE submittals. These reports will be discussed in
workshops in late June or July. Because of this schedule, and the need for 2005
Energy Report participants to utilize the results of these aggregation proposals in
lieu of any access to underlying data that has been classified as confidential, it is
critical that LSEs express agreement with those portions of this proposal they
support as soon as possible, even if there are cther portions they intend to oppose.




These plans to release aggregated data may be appsaled fo the Enargy

Commission within fourteen days. (Cal. Code Regs., tit. 20, 2507{€)(2).). Any appeal
should specify which proposal, or which portion of & propesal, is being-appealed.
Those specific portions of any proposal that is appealed will not be released while
that appeal is pending. in addition to docketing an appeal, copies shouid be
provided fo Kevin Kennedy, Energy Report project manager and Caryn Holmes,
Energy Report Commitiee counsel.



Table 1. Proposed level of detail for release of aggregated annual and
guarterly capacity resource data

PEAK DEMAND CALCULATIONS (MW):
Reference Case Forecast Total Peak Demand
Load Adjustment for a Scenario (-)
Uncommitted Price Sensitive DR Programs (-)
‘Uncommitted Energy Efficiency (2008-2018} (-)
Distributed Generation {~)
Net Peak Demand for Bundled Customers
Net Peak Demand + 15% Planning Reserve Margin
Firm Sales Obligations
Firm Peak Resource Reguirement

EXISTING & PLANNED RESOURCES
Utility-Controlled Fossil and Nuclear Resources:
Nuclear
Fossil
Total Dependable Fossil and Nuclear Capacity

Utility-Controlied Hydroelectric Resources (1-in-2):
Total for all plants over 30 MW nameplate
Total for all plants 30 MW nameplate or less
Pump Storage Generation
Total Dependable Hydro Capacity

Total Utility-Controlled Physical Resources

EXISTING & PLANNED CONTRACTUAL RESOURCES
DWHR Must-take Contracts: :
Contract A

b.::;ntract N
Total DWR Contracts

QF Dependable Capacity

Renewable Contracts

Other Bilateral Contracts

Short Term and Spot Market Purchases

TOTAL: EXISTING & PLANNED CAPACITY

Existing Interruptible / Emergency (I/E) Programs
Uncommitted Dispatchable Demand Response
TOTAL CAPACITY + IfE and UDDR

FUTURE GENERIC RESOURCE NEEDS
Generic Renewable Resources
Capacity of other Generic Additions
Total Capacity of Future Generic Resources

Note: Dispatchable DWR contracis are included in the Other Bilateral Contracts.



Table 2. Proposed level of detalil for release of aggregated annual and
quarterly energy resource data

ENERGY DEMAND CALCULATIONS (GWh)
Reference Case Forecast Total Energy Demand
Load Adjustment for Scenario (-)
Uncommitted Energy Efficiency (2009-2016) (-)
Distributed Generation (-)
Net Energy Demand for Bundled Customers
Firm Sales Obligations
Total Energy Requirement

EXISTING & PLANNED RESOURCES
Utility-Controlled Fossil and Nuclear Resources:
Nuclear
Fossil
Hydro
Total Fossil and Nuclear Energy Supply

'E){ISTING & PLANNED CONTRACTUAL RESOURCES

Must-take DWR Contracts:
Contract A

a:lmtract N
Total Energy Supply from DWR Contracts

Total Energy Supply from QF Contracts
Total Existing & Planned Renewable Coniracts
Short Term and Spot Market Purchases

TOTAL: EXISTING & PLANNED ENERGY
FUTURE GENERIC RESOURCE NEEDS
Generic Renewable Energy
Generic Resource Addition Energy
Total Future Generic Resource Needs

Note: Dispatchable DWR contracts are included in the Other Bilateral Contracts.

10



Table 3. Definitions of proposed geographic areas for release of aggregated
load forecast and resource plan data

Control Component Filings from LSEs | implementation Issues
Area Planning in Area
Areas
CAISO PG&E IOU, ESPs >200 Requires effort to estimate
Planning Area | MW, ESPs <200 | loads for minor Munis and
(PAY MW, Munis ESPs not submitting data
SCE PA jOU, ESPs 200 Requires effort fo estimate
: MW, ESPs < 200 loads for minor Munis and
MW, Munis, and ESPs not submitting data
MWD ‘
SDG&E PA IOU, ESPs »200 Requires effort to estimate
MW, ESPs < 200 loads for minor ESPs not
MW ' submitting data
DWR (split into Neither staff nor DWR have
North and prepared a DWR demand
South) forecast. DWR is busy with a
‘ major water study preceding
a load forecast/resource plan
effort.
LADWP | Single area LADWP, Burbank | None
and Glendale
SMUD Single area SMUD, Roseville, | WAPA has not submitted
Redding and data, but staff received a
WAPA direct forecast via the PG&E
service transmission planning
Process
Other Single area [ID, small portions | Some aggregation necessary
| of the Sierra to protect 11D resource plan
Pacific and data granted confidentiality
PacifiCorp service | :
areas

310U bundled customers average from 81-85% of the psak load in these planning areas.
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Appendix 2



May 20, 2005

PRELIMINARY COMMENTS OF SCE. PG&E AND SDG&E ON ENERGY
COMMISSION PROPOSAL TO AGGREGATE INFORMATION

Thank you for the opportunity to discuss your proposal for publicly disclosing
aggregated demand/supply information, which may be used by the California Public
Utilities Commission (CPUC) in its 2006 long-term procurement proceeding. These
comments are preliminary but represent the joint views of SCE, PG&E, and SDG&E,

subject to further details on Energy Commission Staff’s proposal that we may receive.

We understand the dilemma faced by Staff : (1) the Energy Commissioners plan
to rely solely on information in the public record for their findings and recommendations
in both the 2005 Energy Report itself, and the accompanying transmittal to the CPUC;
and, at the same time, (2) the Commission is required by law to keep market-sensitive
and trade secret Load Serving Entity (LSE) specific information confidential, as
disclosing such information to the public (including market participants) would harm
LSEs’ customers. We appreciate Staff’s effort to find a mutually acceptable solution

which meets both objectives.

However, as Staff and the Energy Commissioners acknowledge, the information
here is not being developed in a vacuum. It is intended to be provided to the CPUC for a
very specific purpose in a very specific CPUC proceeding: the CPUC proceeding which
will be reviewing the utilities’ Long Term Procurement Plans developed and submitted in
accordance with Assembly Bill (AB) 57 and varidus CPUC decisions and rulings. Under
the CPUC’s Long Term Procurement Plan proceeding, key parts of the information we
have provided under confidentiality to the Energy Commission are expressly protected
from disclosure to market participants under current orders and rulings of the CPUC and
in compliance with Public Utilities Code section 454.5(g), which requires the protection
of market sensitive information from public disclosure. The Energy Comimission is
collaborating with the CPUC in the procurement process ané is bound by those
confidentiality requirements. We believe that the framework and confidentiality

principles applicable on this important CPUC proceeding are a very essential context for




how we and you should review the level of protection that should be provided to the

information that is the subject of your aggregation proposal.

We generally agree with the three general approaches to aggregate mformation,
that is: (1) aggregaie data on a geographic basis; (2) aggregate monthly data into annual

numbers; and (3) aggregate categories of resources.

As we mentioned in our meeting on May 18, however, we have some concems
with the Staff proposal. First, the Staff should treat all load serving entities equally with
regard to all public policy considerations. There is no sound public policy to do

. otherwise. In an environment where a competitive retail market may emerge, it is critical
- to not advantage any one set of load serving entities over another. This important public
policy was recognized when Resource Adequacy requirements were established and it
should apply to all other obligations being placed on load serving entities. (Indeed, if the
purpose of disclosing data is to track the achievement of Resource Adequacy
requirements, the same data must be made available for each LSE.) With regard to
Staff*s specific proposal for aggregating data, the same standard for disclosing market
sensitive information should apply to all L.SEs and disclosure sheuld be made
accordingly. |

Second, with respect to Table 1, Table 2 and Table 3, we have the following

concerns and alternative proposals.

As we understand it, the CEC’s proposal was to meake versions of Table 2 and 3
available both on a planning area basis and for the bundled customers of the individual
I0Us. Therefore, we want to comment on Table-2 and Table-3 separately for

geographically-aggregated forms and 10U-specific forms.

Demand/supply tables for the planning area

General commentis

We understand that the objective of geographic aggregation is to discern the

supply/demand balance for the loads within various areas of the state.




However, agerecatine the submittal by “IOU transmission planning area” is not
4 farFinr) = & )

the right level of aggregation, since it will not meet the objective stated above.

a. The tables will not show whether LSEs will have sufficient deliverable
TES0ULCES;
i
b. The tables will not allow the Commission to assess how much new

generation is needed and where it should be located; and

C. Tables showing un-contracted positions do not lead to any useful
information for determining the need for new generation resources, the

types of those resources or their location.

Not only does this aggregation fail to meet any discernible objectives, but it puts
sensitive IOU data at risk.  As the Staff proposal states, I0U bundled customers’ load.
averages about 85% of the peak demand in each planning area. It is possible to estimate
relatively accurately small LSEg® loads and resources and reengineer the IOUs’ bundled
customer resource needs -- particularly if one assumes that the ESPs’ needs are filled

primarily by contracts.

Therefore, the IOUs would prefer, as an alternative, to aggregate load information
by “North/South California” or by NP/SP zones {consistent with transmission
constraints). This proposal would seek to evaluate all lcads and resources in
transmission-constrained areas so that the need for new generation or fransmission
projects becomes more apparent. This table would not disclose which LSEs are included
in the aggregated geographic area, their individual loads, or their specific resources

(unless already publicly available).

However, for the 2005 IEPR we are willing to allow Tables aggregated by

planning area based on the versions attached to this letter.

Tabie 2

As we understand it, Commission Staff is propesing to disclese separate tables for

each scenario which would reveal specific resource needs. As you mentioned in our



meeting on Wednesday, however, the CPUC had requested only ranges anc not specific

resource needs.

Therefore, at the planning area level, we propose to prepare only one capacity
table which would show the ranges of the various scenarios, including the reference case,
preferred case, accelerated renewable and core/non-core scenarios. We have provided a

version of this table with the rows that would be acceptable as Table S-1.

Table 3

- As you mentioned in the meeting, the energy table is less probiematic and we
agree. The energy tables eggregated at the planning area are acceptable, and the IOUs

could accept disclosure of ranges of the data based on the Table S-2 that is attached.

Capacity/energy tabies for the 10U bundled cusiomers

Table 2

As we understand it, the CEC Staff proposed to disclose individual IOU bundled
customer capacity information for each scenaric. Disclosing LSE-specific capacity data is
the most problematic part of the Staff proposal. The current proposal revealing IOUs’
residual resource needs on an annual basis starting 2006 is not acceptable. It 18 the single
most market-sensitive, trade secret data we hold, as each utility procures, generally, to
meet that leve] for third quarter products. Each of the respective IOUs is committed to
protect this information. This would potentially include seeking writs of mandate in
court. |

The IOU’s have already provided public data regarding their capacity position (S-
1 Public Forms or S-6 Forms filed as part of our March 1 and Apzil 1, 2005 filingsj. The

I0Us canmot agree to allow any further disclosure at this time. Disclosure of the range

of energy (not capacity) needs appears to be sufficient to meet the CEC’s and CPUC"s

objectives.




Table 3

As we understand it, Staff is also proposing to disclose energy information for

each scenario which would reveal residual resource needs.

As we mentioned Wednesday, we have two concerns with the proposal at the
JOU specific level. First, the proposed table would disclose annual data for the first three
years beginning in 2006. This information would have little value for developing new
resources in the State but is valuable, market-sensitive information that market
participants can use against buyers to meet short-term procurement requirements. We
note that PG&E has not requested confidential treatment of its annual energy data for the
first three years, 2006-2008. Second, Staff proposed to prepare separate tables for each
scenario which would reveal residual resource needs for that scenario. As you mentioned

yesterday, the CPUC requested ranges and not specific residual resource needs.

Therefore, the I0Us propose that Staff provide a range for each LSE’s resource
needs based on the scenarios the L.SEs filed with the Commission, and to disclose this

information only beginming in 2009 based on the table S-3 included with this letter. This

should apply to all LSEs.

Poiential additional Tables

Since the J0Us removed some level of disaggregation from the CEC proposed
format that the CEC may find useful in public forums, the IOUs are willing to work with
the CEC on developing additional tables. As an example, the IOUs would not object to a

table that shows the generic needs by type on an SP/NP basis.

We believe that this proposal reflects the solution we discussed in our meeting
and would be a workable approach to ensure balancing the Commission’s preferences
and our concerns about revealing market sensitive information to market participants.
This proposal would also ensure expedited disclosure of the aggregated information to

meet the Commission’s timeline.



9 JO | 28eg

V 19RIN0))

SPRII0Y) 3YR)-ISAIA] HAA

: SHOUNOSTA
TVALDVAINOD AINNVTI ® ONLLSIXH

30083 [@a1s£1J PAJ[0IJUO)-HS T [0

£yoedery o1pAH a1qepuadacy [eio ]

uoneIausg afeioig dumy

$8a] 10 ayerdatrett M IN OF SIued [[e 10T [R10].

aerdatoeu N OF 1940 sjue[d [fe 10] R0

H{Z-W-T) S32IN0SIY L1 [POIPLH P00 -TS T

Ayoeder) Teajonn pue [1s504 aqeptadac] (10T,

(1SS0,

Teaony

15301083} TBI[INN] PUE [1SS0 ] P[0 U0 -FS ]

SHFUNOSHY AANNVId B HNILTSIXH

yuetuarmbay] 20mosay yeaq Wiy

suoneIIqO Saes LIy

UISIR[A] 9AXa59Y] FOTUTR]] 9G] + PURLIS(] JB34 19N

(-) uoneIauan paInqIISI]

(=) (9107-6007) Aotrato1yyq AZIOU PajyIUIIodn )

(-) smRIB01] (I 2ATISUDS IO PINITNOIU [}

PURa( Yead [810,], 1880310,

9T0T [STOT|PIOT|E10T[ZT0Z {1102 {0107 (6007 (8007 |LOOT [900T

H{AAAD SNOLLVINDTVD ANVINHA AVAL

NOLLVOHIDDV 40 THATT THSOdOdd

S0-48IN-0T

Y-G sfqeT, Surjumodoy saxnosay {ipede) sjqepuada( vary Surmuey xoy vonedaiddy pasodoxg




0 Jo Z a8eq

$30IN0$3Y D8l ampy Jo Aoede)) [ejo],

$22IN082Y
gunead pue SUIMO[0] PO ‘pEOfasey I0] Ajrorde

SATHAN HDANOSTE D TTIANTD) HHNLAA

qAAN pue W/1+ ALIDVAV) TVIOL

astuodsay] puetiac] s[qeyiedsi] papunuoosuy)

stweidord (4/1) Louadrauryg ;/ aqudnimuy Sunsixg

ALIDVAVD) THNNVITA % ONLLSIXH “IVIOL

spenuo)) Ajqeedsig
WA ( SWIPDRUI SPRIIU0)) [BINE[IY 189710

$§)0B1U0)) IEMAUIY Pajsedalo,] 3 Sunsixy

Hpede)y sqepuadaq 30O parsedanof 3 Fursixy

§0B0UOD) MM 2101,

N JoBRITO))

NOLLVOHIDDV 40 THATT AASOJ0Ud

SO-ARA-07

1-§ 2[qe ], Sujunody 20an08ay ypede) sjqepuada(y eaay dunmuey .H‘ou nonedaassy pasodoag




s1enuo) 40 woiy £jddng £8xaug o]

IPENUY) J) PaIsedIaroy 3 dunsixy

$10BNTOD) WM ([ woxy £jddng AZxmugg o,

N 10BIUOD

V 10RITOD)

ISIIRIJUOD) WAL (T 2BI-ISNIA]

SADUNOSTT TVNLIVIINOD TANNVTA 2 ONILLSIXA

£jddng 512Uy 1ea[onN pUE {180 [210 H

0IpAH

[1850,4

IB2]ONN]

1$32IN0S3Y JIBI[DNN PUE [IS50] PA[[OXJU0)~5[S ]

SHYHANOSHA AANNVII 2 DNLLSIXI

juatrarmbayy AZraug [el0,

suonedIjqQ soes Wiy

(-) uonerauan panqINSI(]

() (9T07-6007) AouadIH ATIOUH PIIIWLLOON( )

puewa ] AFIoUY [B10] 1883210

OTOZ ISTOZ IPTOZ |ET0Z [ZT0Z|TT0Z (0107|6007 |R007 1L00Z 19007 | (MAAD) SNOLLVINDTYVD ONVINEA X OHANA

NOLLVIDHADDV 40 THAHTT AASOdOAd

S0-4BIN-0T
7-§ 3[qe ], Sununoddy {81eug eary Suruue) oy uonedaiddy pasodoay




5a7es JO 19N (1)

_ SPaaN 90IN08IY] OLIAULL) BINN] [EI0 ],

Ad1aug Funyead pue FUIMO][0]-PROT ‘PROISSE [ JLIOUID)

_ SAAAN TDINOSHA DRAANTD TANLNT

_ _ | XDUANT GANNV'Id % ONLLSIXA “IVI01)

(1) seseyomd 193R A 10dg pue ute ], 10YS

:Saseipng 193 1eIA] Jodg pus uia [ jioyg

sj0enuoy) afqeymedsiq ML pue
senuo)) [emeig L0 woig Ajddng A31aug @107,

1$19BXU0) [BANR[I{ 1Y)

s10e1U6)) efqeamausy wol] Ajddng £L81auf (w10,

IS)IBIJUO]) B[YRAMIANIY PIJSLIAIO0,] % FULSIXH

NOLLVOHADOV A0 THAHT AASOJOUd

50-4eN-07
7-§ ?[qe], Bununodoy AS1auq vary Furauelg xoJ woyedai88y pasodoag




930 ¢ 2deg

SJOBTUO,) 3]qeMaUY PauUR] 2% FUTISI¥T 210

ISJORIUOY) I[(BABTY PAISEIAI0] %) SUTISTXH

syoenuo)) 40 wony Ajddng ASrarg Jejo].

speUe)) () pajseatoq pue Funsiy

§Rnue)) YA woyy Aiddng £3150g (o],

N 108110,y

¥ oenuo)

ISPRIN0T) YA 2BI-ISOA

SUIDANOSTA TVALIVALNOD GANNVIL ® ONLLSIYA

L |

A1ddng A8rauy 163NN pUE [18504 [R10],

OIPAY]

[1850,]

IBa[ONN]

1S30IN0SAY ARI[INN] PUE [1SS0,] PAfoxymoy-£)Ifi y

SHIANOSTA TANNV I B HNILSIXH

Juswannbay £310ud [Bi0],

SUONEST]QQ SATRS UL

SIIOISN) PI[PULY 10] PUBTIS(T ASI9UH 19N

910 |STOZ|PTOT|ETOZ|ZIOC|TT0Z 0107 |6007] (UAAD) SNOLLYVINDTVD ANVINAA S OMANA

NOILVOHADDV 40 TIATT AUASOJOAd

S0-4eN-0T
£-Q a[qe ], 3ununodny adxnosayl A81auy sroadg F$7 10) wonedaaddy pasodoag




9 Jo g adeq

safes Jo 19N (1)

_ §POAN] 20IN0SA}] DLIAUAL) DI TRIO |,

AZrauy] Funyeag pue SUIMO[[0O]-PROT ‘PEOJOSRY JTISUAL)

_ SUTIN HOUNOSHH DTHHANTD MANILNA

| 1 [T [T T T 1 XOUiNT GANNVII ® DNILSIXA FIVLIOL]

(1) saseypm g 1oyIRIA 3045 pUR WA Y, 1I0YS

isasedan g JPjIeA jodg pue uiaf, j104Q

§)0eNU0.) I[qeL2IedSI(] YA\ ([ PR
gpenuo)) jeiate g omQ woll L1ddng L31ang (2107,

ISPEUG) [BII)B[IG 12110

NOILVOTADOV J0 TAATT AISOIOdd

So-LeA-07

£-§ 3lqu Y, Sunimnoddy a3.mosay Adraug oipadg ST 10] nokeda1ddy pasodoay




Appendix 3




10
11
12
13
14
15
16
17
18
19

20

21
22
23

25
26
27
28

DECLARATION OF CHARLES R. PLOTT

1, Charles R. Plott, declare:

1. T am the Edward S. Harkness Professor of Economics and Political Science at

the California Institute of Technology in Pasadena, California. My primary research area

includes behavioral foundations of economics and political science, laboratory experimental
methods, regulation, deregulation and policy design. I have over forty years experience in
those ﬁ:lds. I have a Bachelor’s degree in Production Management from Oklahoma State
University, a Master’s degree in Economics from Oklahoma State University and a Doctorate
degree in Economics from the University of Virginia. I am the co-author of the study “Forced

Information Dislosure and the Fallacy of Transparency in Markets,” in which I summarized the

' results of my experimental economic analysis of the impact on markets, particularly the

California electricity market, of the disclosure of private information by market participants.
(This study is attached hereto as Exhibit A, and will be published in an upcoming issue of the
journal Economic Tnguiry.) As such, I have special knowledge, skill, experience, training and
education necessary to form an opinion on the topic of information disclosure and its effect on
the California electricity market.

2. Moreover, the experiments discussed in the study were conducted under my
supervision. As such, I have personal knowledge of them and I could testify competently
about them if called as a witness. A full description of those experiments is set forth in the
study and is incorporated herein by reference.

3. I am making this declaration to explain how revcaling to power producers the
amount of utility-specific information the Califonia Energy Comrmission (Commission) intends
1o disclose will reduce competition and increase prices.

4, My experimental analysis demonsirated that requiring Investor-Owned Utilities
(I0Us) to reveal their net-short position to power suppliers will result in higher electricity

prices for the public. Knowing residual net short alone is sufficient for suppliérs to manipulate
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prices. Even if the Commiission intends to reveal the capacity net short information three years

out from 2006, it will still be relevant, since IOUs routinely procure power five years forward.
5. This proposition follows from two economic facts. First, competitors can

deduce the power capacity that the IOUs plén to purchase in the market from knowledge of the

residual net short. Second, a natural consequence of knowledge among the power suppliers of

" the amount of capacity that the JOUs plan to purchase is an increase in the prices that the

company will pay. While the amount of any price impact will vary according to the
circumstances, the general competitive consequence is in only one direction — price increases.
In the case of electricity, this upward pressure can result in substantial price spikes.

6. That higher prices will result follows from well established and well tested
principles of market behavior. The tendency is a natural consequence of the strategic
behaviors that exist in the marketplace, The faiture of regulators to appreciate the fact that
strategic behavior is ever present in markets often results in poorly-designed markets that do
not propeﬂy channel competition into its role of protecting the public, The Notice of Intent to
Release Aggregated Data at issue here is a good example.

7. The first guestion is whether the amount of capacity that the JOUs will purchase
can be deduced from knowledge of the net short positions. The IOUs must meet the peak
demand (plus reserve requirements) of their customers, They do not know when that peak will
occur, but they must have sufficient available capacity to deliver the power when it does occur.
Thus, the net short reveals almost exactly how much capacity the TOUs must buy from
suppliers.

8. A second-question-is whether commen knowledge of the amount that the TOUs
plan to purchase will result in higher prices. The principles at work fo produce higher prices
have been demonstrated in many different contexts. It is well established that the larger the
number of competitors attempting to supply power, the lower will be the prices that the
conypany must pay.

9. Common sense supports the principle. It works through a combination of

pumbers and uncertainty on the part of each competitor about what other competitors will do.
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Each competitor must adjust for that uncertainty through concessions to the buyer. Thus, a
reduction in the sumber of competitors will reduce competition and place upward pressure on
prices. Likewise, making critical information available to some competitars (suppliers, in this
case) leads to higher prices being paid by others (the customers of the IOUs.)

10.  Animportant fact is that, in essence, those who sell power to the IOUs are in
competition with the capacity already contracted for and owned by the IOUs, If the capacity
held by the I0Us is known to the sellers, the uncertainty from that competitive source is
removed and competition itself is reduced. Thus, a source that holds prices down 1s removed
and the tendency is for prices to increase. Revelation of the IOUs’ strategy has the same effect
as removing the uncertainty associated with one of the competitors. Revealing 10U
confidential net short information would be equivalent to asking one card player m a poker
tournament to play his or her hands face up while all other players do not reveal their cards.
The cost of poker for the “face up” player would be much higher because the other players
would have superior knowledge and could adjust their bets accordingly.

11.  Inthe special case of electricity demand this tendency for .prices to increase
becomes exacerbated. Because of the nature of the demand for electricity and the company’s
requirement to meet that demand, knowledge of the quantity ;chat the IOUs plan to purchase is
sufficient to reveal economically significant features of their willingness to pay for power.

12. A commonly known, collective “target™ is created for suppliers, and if that
“target” is reached by the competitive suppliers the prices that ail of them wil! be paid will
increase significantly. Thus, in addition to the natural reduction in competition, the
information creates incentives among competitors that also foretell upward pressures on prices.

13.  Figure 1 and Figure 2 outline the tendency described above in a graphical form.

14.  The basic law of supply and demand govermns prices paid by the company for
power. Figure 1 (attached as Exhibit B) demonstrates the shape of the demand for power faced
by the power suppliers. The IOUs’ demand for power has a very distinctive shape. Itis
dictated by the high value of electricity to the consumers, the substantial inelasticity, or

insensitivity of consumer demands to price (large variations in price do not influence
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consumption patterns) and the sensitivity of customer demand to weather conditions. This
creates a peak demand that must be met. The ﬁme of that demand is uncertain, so the company
must purchase enough capacity to meet the need when it occurs.

15.  The key factor is the net short demand — the difference between the electricity
supply upon which the company can call and the expected peak demand. The willingness to
pay is very high until the capacity to cover the expected peak (including any reserve margin) is
reached, and then the willingness to pay drops dramatically due to the inelasticity of demand,
the insensitivity of demand to price.

16. The company must meet the peak needs at almost any price, but additional
capacity has much less value, since the company has little need to purchase capacity beyond
that, The company’s net short position reveals that drop in willingness to pay.

17.  Figure 2 (attached as Exhibit C) illustrates the source of the incentive for
competitive suppliers to adjust their strategies in the light of the information. With net short
demnand known to them, suppliers have a collective incentive fo hold back supply a little in the
expectation of pushing up the prices. The suppliers’ holding supply a bit results in shightly less
resource supply than the net short demand of the company, and this scarce supply relative to
demand has a collective impact of increasing prices sharply.

18.  Each supplier, realizing the incentives of other suppliers, has a reinforced
incentive to raise prices bid in the competitive solicitation. Furthermore, as the solicitations
proceed in time the nieeds of the company become more visible to the suppliers, who can
collectively realize the “squeeze” if the company has failed to meet its needs. California
consumers are well aware of such “squeezes” and if regulations effectively tie the strategic
hands of the company, consumers will become aware of the squeezes in the future.

I declare under penalty of perjury under the laws of the State of California that the
foregoing is true and correct.

Executed on June 17, 2005 ét Pasadena, California.

Chartes R. Plott
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Toreed Information Disclosure and the Fallacy of Transparency in Marlets

Timotiry N. Cason and Charles R. Plott

June 25,2004

Abstract

The rasearch addresses & widely held belief among regulators {hat any additional information
about the objectives and intentions of one side of & market made available to other market -
participants will improve market perfonmance. The belief is about the principles of marlket
bebavior in general in that the coordination of exchange will be better facilitated by amy such
information revelation and both sides will be betier off The experiment reported here is
specifically motivated by regulatory hearings before the California Public Ulility Cormmission on
the Califomia wholesale electricity market Electricity suppliers argue thet the California public
would pay Jower prices if the market demand by the mejor (public utility) biryers is known to
sallers. The markets studied are in #he form of decentralized, privately negotiated contracts,

" typical of the wholesale glectricity markets. The experiment demonstrates {hat such mericets -
generally converge to the competitive equilibrium. Towever, forced disclosure of demand works
1o the disadvantage of the disclosing side of the market 1f the principles of market adjustment
observed in the laboratory ere also operaiing in the California wholesale electricity market, the
proposed regulation forcing such disclosure would result in higher electricity prices for the

consuming California public.

" Cason: Depariment of Foonomies, Krennert School of Management, Purdue University, 403 West Stats Streef,
West Lafayette, N 47907-2056, USA. B-mail; casonf@mgrs pyrong.edu, Plott: Division of the Humanities end
Sooial Bciences, 22877, California Institute of Technology, Pasadenza, CA 01125, USA, E-mail:
cplotiss.collech edn. Funding for these experiments wes provided by Southern California Edison. Disclaimer:
The authors served a6 consultanis for Southern California Edison hefors the Public Utilities Commiseion of the State
of California concerning Order Instituting Rulemaking fo Establish Policies and Cosi Recovery Mechanisms for
Generetion Procurement and Renewable Resource Development, Rulemaking 01-10-024. Subseguent research
gupport was provided by the National Science Foundation and the Caliech Laboratory for Experimental Econcmics

and Political Science.




Forced Information Disclosure and the Fallacy of Transparency in Maricets
Timothy N. Cason and Charles R. Plott

« _ratepayers (ie. California consumers) are aided when markel pariicipants
have access 1o this Jevel of [comprehensive utility planning detz] information
...markel participants (e.g generafors, ENeIgy service providers...) are able fo
more effectively plan to meet the demands of ratepayers. .. [10] develop the most
efficient and cost-sffective solution to meeting product demand.” (page 8,
Comments of the Independent Energy Producers Association Concerning Data

Confidentiality, 2004)
““The C[alifornia] Energy] Clomission] does not believe that California
ratepayers will be harmed by a more {ransparent sysiem.” (page 4) “...Jif]

believes all planning ‘facts” ought 1o be publicly available.” (page 7, Califormia
Bnergy Commission’s Conuments on Confidentiality of Planning and Procurernent

Jnformation, 2004)

L Intreduction

The preceding quntés, taken ai face value, suggest that some commetators believe that
more information about the objectives of one side of 2 market made available_ 'to the other side of
" {he market always improves the advantages of the market for all. One ofien sees the term
transparency to describe & wholesome objective for regulated markets, referring to the disclosure
'of private information by marlet participants. The belief is about fhe fundamental principles of
 price discovery in markets; that the law of supply and demand operate neutrallf and more
efficiently if all information is public. This view is reflected, for example, in the “snnshine”
provisiens of r.egulatory rulemaling in many states, as well as advice for financizl markets from
{he IMF (2001).

Buil is more information always betler? Motivated by 2 dispute over information
disclosure proposed'for Californiz’s regnlated uliljties, this paper presents laboratory evidence
that forcing only some parties fo reveal privafe information wﬁen bargaipiu g with others can

result in inferior texms of trade for the revealing agents. In other words, foreing the ufilities to




reveal confidential information regarding their eneréy desnands 1o suppliers leads fo higher
negotiated prices and ultimately higher electricity prices for California consumers. The fallacy is
that greater information in markets necessarily improves market performance from the point of
view of all participants. While no detailed theory that laéds to this view is offered, the fallacy
ii’se;If appears toreston e fiawed interpretation of the Jaw of supply and demand along the
follo'wing lines: Efficient market eguilibration is identified with the Nash Bquilibrium of an .
agssociated game theory model.  For the game fo equilibrate al ai e_ﬁicz‘.rzn(Nash equilibrium
compete information about player urility functions must be necessary. Therefore, markets will '
worls better if the utility functions are fmown to all Of course, every sentence of the above
argurent can be challenged as mcorrect.

Qur experiment evaluates the market implications of greater information dissemjﬂéﬁon '
based on a static environment without endogenous eniry or eﬁt of sup'p]iar-s; The guotes abave
for Califorpia, as well as the position of the European Federation of Energy Traders,r -indicata that
‘commentators belisve that one benefit of greater transparency arises throngh more efficient entry
dacisions.” Although the experiment doés not address thesre long run comsiderations directly, ij:
does provide some indirect evidence that entry could be atiracted by é:eatcr information
disseminaﬁon becaﬁse the information leads to higher prices and profits of suppliers. But if this
' nformation release uliimately leads to lower costs to the buying uiilities due to increaséd entry,
utilities should not nesd additional regulations to force them to reveal their planning and
procurement data, . |

Before presenting detnils of the experimental design, it is useful to first present some

background of the motivating controversy in the Califormia electricity market that serves 1o

} wppor access {0 hiforymation raises & lmge barrier 1o the enlry of new market pariicipants and is stifling the
development of sfficient, trensparent wholesale markets” (page 1, EFET, 2003). ‘

2




characterize the manper in which the fallacy finds its way into important repulatory discussions.
Overall, about one-third of {he energy requirements of Califomia’s invastur'—ownsd electric
utilities are met ﬁ}r utility-owned gen&aﬁou The remaining two-thirds are bought from
independent power producers, other out-of-state utilities, an,@ federal power projects such as the
Bonnev'illc Power Adminisiration While some of this power is hought on centralized spot
marets, mﬁst is procured through short term (a year or less) and mediun ferm (one 1o five
vears) contracts that are negotiated with these suppliers,

The relationship between California’s electric utilities and third party infervenors such es
The Utility Reform Network (’[“URN) and fhe Office of Retepayer Advocates (ORA) has been
strainéd gver the years, paﬂicﬁlarly recently becaiss of fae well-publicized problems with -
energy pricing fu the state. Starting in 2002 these infervenors, supported by market participants
who sell power io California utilities, sou ght to require the utifities to ﬁub]icly release substantial
amounts of short- and-iongiann planning data to all market participants, inchading alllprodluct,
price, forecast and avajlebility informatjon contained in the utilities’ procurement-related
activities and applications. "The intervenore and suppliers argued that this increased the market’s
u‘anspareﬁcy and will operate 1o the benefit of the electricity consuming public. In the utilities’
opinion, however, revealing such detailed data is tantamount to Tevealing all of their relevant
* demand informaﬁon to. potential suppliers prior to initiaﬁﬁg nséoﬁaﬁons.

‘Through = series of hearings, administrative Jawr jndge rulings and negotiated seitiements
between the utilities and the intervenors during 2002 and 2003, the utiiities sither agreed to or
were ordered fo provide some add;lﬁcual information that had previously been considcrad
confidential Some planming and forecast data, as well as shori~term procurement plans, for
example, are NOwW relcased ﬁut with a lag of several years. Other “market sensitive” information

was not 1o be released. Nevertheless, in an April 3, 2003 mling, the juflges end the Public




Utilities Copmmission expressed intent fo revisii their approach governing the treatment of

confidential information, fo improve “iransparency i resource planning,” "i‘he wtilities strongly

oppose releasing more information to the suppliers, and the supplisrs strongly support recelving
_additional information from the wiilities.”

It is well recognized in sconomics, of course, that as long as interests of bargainers are
not sufficiently inlegrative (i.e., are not largely aligned with conunon interests) then providiﬁg
private information to & bargaining opponent can make the revealing party no better off. This 18
true of most econoimice problems such as bargaining aver predominantly distributive atfributes
like price. For example, see Kennan and Wilson (1993) for an overview of bargaining models
with private information In Tegulatory dispui‘cs like fhis, however, theoretical arguments may
1ot carry as much weight as clea.-r, empirical evidence. To make a clear comparison between
market outcﬁmes with and without information disclosurs using feld data would require at least |
two different regulatory territories with differsnt disclgsure rules but similer market conditions
(e.g., number of uiilities, suppliers, power exchanges, inrocuremant rules, Wsaﬁler conditions,
etc.). But as any Californian will tell you, Califomnia is a unique place. Thersfore, an accurate
empirical evaluation of the information disclosure mles, holding ofiter markef conditions
constant, is not feagible with field data. Empirical evidence, howsver, Can be provided by a
laboratoﬁr gtudy.

Our Isboratery experiment consists of 17 separate marlket sessions. We consider 5
separate environments, as explained in Section 3. Al experiments ere conducted in & new
Iabgratory trading mecharism, described in Section 2, meant fo cepture meny of the salient

features of 2 market with multilateral, private pairwise negotistions, with no public transaction

2 The Californie Encrgy Commission {2004) has weighed in on the side of the suppiiess. Netebly, the CEC also
recommends {hat suppliers be allowed to keep their fiel prices confidential for 6 months, because such information
provides e basis fora competifive edge among compeling suppliers. Thatis, they ergue thal suppliers should be able
to keep their costs private while ntilities should be required {o reveal more quantitetive deiails about demand,

4




price information This provides a reasonable approximation to he process of negotiating
contracts for energy in California, Whéra only-the very short term (day ahead and hour ahead)
needs are‘ priced n cenfralized markeis. -

Section 4 presents the resulis. . We find that negotiated prices tend to favor the
information advantaged side of the m.arlcet; e.g., prices were higher when buyers’ demand
* snformation was revealed to sellers than when sellers” cost information was revealad to buyers.
This advantage occurs boih in the adjustiment phase ag prices are moving towards aquﬂibrium, a8’
well zs after equilibrium i5 reached. Finally, we find fhat when sellers are informed about
| demand conditions and their own costs, prices are more sensitive to changes in demand
 conditions than changes in supply (cost) coﬁdjtioﬁs.

To our knowledge, this is the first experimental paper that studiaé this iype of information
asymmetry in multilateral pegotiations. Several previous studies, 1iowaver, have inroduced
in:fomaa_ttion asjumna’frics io bilateral negotiations. Mumighan et al (i 999) formed bargaming
peirs and then privately provided information about boﬁ1 bargainers’ payoff sphedules {0 one
member of the pair, The pairs negotiated over multiple dimensions, including some with
digiributive characteristics (Iﬂce price) as well as others -Wiﬂl intcéraﬁvr:, cooperative
characteristics. In face-to-face bargaining, the inforrmation prévided to one member of the pair

: allowpd that member to negotiate more favorable outcomes comp ared to a control treatment with
‘gymmetrically, partially informed bargainers. But asymmetrically informed bargainers wers not
gble io negotiate more favorable setﬂcmeﬁts when negotiations were conducted fhrough
computer chat windows, Roth and Mumighan (1982) also compare symmetric and asymmetric
information bargains struck over computerized chats, but aver lotery “‘chips™ for pn'.zes of
tmown and unkinown value, They find that the asymmetrically informed member of the

bargaining pair is able to earn more than his counterpart.




Srivastava et al. (2000) also asymmetrically inform one member of the bargaining pair,
\%’ho liks in our siudy negotiate only over price. Both bargainers kmow the item’s cost, but only
the buyer Imows the value v she places on the item. The fcsaarchars do not employ a contrpl
freatment with symmetrically informed bargainers, and they employ aliernating offer bargaining,

control beliefs over the buyer’s value v, and vary the degree of uncertainty pver v as aimain.

- treatment variable. The authors employ this carefinl infonnaiion structnre beceuse they evaluate

spemﬁc predictions of the Grossman and Perry (1956) saquenuﬂ equilibrium mode! of
bargaining Snvasiava et al s results provide some reasopable supp ort for key comparaiive,

static predictions, but they strongly reject the point predictions of the model.

2, The Trading Institution

Our goal was fo capiure some salient features of the multilateral but privaie, pairwise
negoﬁaﬁoné {hat characterize the price discavery process in the wholesale merket for eleciricity
in Califormia. We chose this markst structire for the experiment over classical open outery
markets for fhree reasons. First, the fallacy described above typically is found m regulaioljr
discussions in industries i which the industrial organization is more decentralized, with
localized, private contracts much the same as the California wholesele eleciricity industry.
Sccc.md, itis weﬂ Inown from the study of insiders in open outory markets fhat the infoﬁn:tatioﬁ :
held by insiders quickly disserninates throughout the merket and thus the effecis of any
asymﬁasties of information are typically small and hard to detect (Plott and Sunder, 1988,
Forgytbe and Lundholm, 1990). We wanied 1o study ihe effects in a context in which the
principles et work can be mare easily observed and studied. “Third, in the California wholesale
eleciricity markets contract terms following 2 successful negotiation are private information, so

fhis market does not feature anmy public transaction price information Partic ipants can negotiate




simultaneously with ﬁffarcnt potential rading partners, and any .agent ig free to initizte or
termjuatl'e negotiations with an agent on {he other side of the market at any time. Clearly, |
thersfore, the outside aption for any negatiation is endogenous and is determined by trading
terms available from alternative trading partners.

. Most previous marlkel experimelts feature centralization of offers and/or transaction
prices, s0 we required e new laboratory irading instifution for these multilateral but private
negotiations. A classic “telephbne” market, such as the one vsed in Hong and Plott (1982) and in

_Grether and Plott (1984), could caphie 111anj1 of the key featurzs of this type of negotiation
process. The message space for telephone negotiations is rather rich, however, and can include
snfimidation, tnverifiable clajms and persuasion Therefore, we employed & compﬁtar— mediated
negotiation process to increass control and limit tﬁs messags space 1o the main variable of
interest: price offers. |

Figure 1 displays the main trading screen for the Jdarketscape program used to capture
the key featurss of private, nmltilateral negotiations. Buyer 125, for example, receives price
offers from sellers in his “X125 Personal Market,” and they are listed in ascending order m his
personal sell oxder book chown at the lower right of the screen. He acceps the best offer by
clicking on a checkbox and then clicking the ACCEPT button. This buyer can also send price
offers to specific sellers by filling out the order form shown on the upper right of this screen He
can revise or add additional offers and ganccl any outstanding offers at any time. However, he
st sel.ect only one “merket” to send any offer to, and only one seller (.e., that geller’s personal
market) can view thost;, particular offers. Therefore, individnel negotiations between any pair of
patential traders are private, ot traders can negotiate simulianeously with nultiple potentiél
trading parmers, There is no public reporting of fransaction pricés, but traders can alwajs acemss

fheir own personal frade history.




Although this particular form of computer- mediated negotiation is not found in the field,

where many different forms of marcet exist, it is relevant for the policy question that is the focus

of our research. We are interested m the iinpact of informeation asymmeiry on mariet ontcomes,
and this {rading process carefully sontrols the information exchanged through bargaining. The '
negotiation also permits a rich exchiange of price information, without ellowing more difficult-to-
contyol Factors such as bargaining personality and style fo influence results. OFf course, the fiee-
form nature of this bﬁrgaining, anlike other structured mechanisms such &s altc.ma.ﬁng oﬁsr
bargaining, limits the applicability of most ﬂmorétic:al models of the bargaining process. Butit
moare acenrately represents the opportunities and constraints of the negotiation pmcess for energy

coniracts,

3 Experimental Envirunfnent and Design

In any market, the major ﬁndcrlyh:tg behavioral mottvetions of buyers and ssllers can be
capturad in “reduced form” in demand and supply curves. Thus, fo the extent that buyer
‘mforma‘aon ia disclosed to sellers, this is gimilar to disclosing information about the buyers’
demand cur ve. Of course, ﬂlew are various amounis of buyer information that could be
disclosed, but each piece will 1Bvaa1 something about the dsmand curve. The:re is a considerable
range of data that the Public Utilities Commission is considering compelling utilities to reveal,
ut the scope of information disclosure being considered is tantamount fo zevealing all the
mfom{ation sufficient to define & buyer’s demand curve. Therefore, the experimental design is
based on this broad degree of information revelation. Although i‘ﬁe Commission might
ultimately choose a more linuted degree of information revelation, the current eXp grimnental
design should shed light on the direction of general effects that can. be expecled if more limited

amounts of information are ultimately revealed.



| As i5 1he usual case in markets, each trader Jnew his or her oﬁn h‘adinglmotivaiions—
fhat is, sellers knew their own production costs and buyers lmew their own valuations fer any
units they purchase. For the sessions Jabeled as “Sellers Informed,” however, the sellers all
reﬁciv&d information (availzble at any time through a “Payoff Summary” Il on their computer
screen) about thé: minimum amounts that each buyér valued each unit thaf they might purchase.
The fact 1;ha£ gellers were informed was cormmon Imawledge, bit the content of this valpation
information was only distributed to the sellers. Buyers only knew their own valuations and did
ﬁot Teceive any hﬁormation on seller cosis or other buysrs’ values, as i the nsnal case.
Asymmeiric information was distributed analogously in sessions -labeled as “Buyers Informed™;
ill {hegs sessions, buyers all knew the maximum amount of each seller’s cost for each unit
potentially supplied, but sellers only lmew their own costs.
For the analysis Wf; divide the 17 experimental gessions into ﬁvé designs, with two to five
Iép]ications for each design, as summarized in Table 1.
1. Design A has induced supply and demand arreys shown in Figie 2, or a similar varigfion
with slightly different mupibers of buyers and sellers. The distingnishing feature of this
desipn is that it has a narrow Iange of competitive eguilibrium (CE) prices, or in some

cases a unigne CE price.

2. Design B has supply and demand arrays shown in Figure 3. The distinguishing feature of -

this design js thet it hag a much wider range of compstitive equilibrium prices. All prices
in the nterval [475, G0O] are equilibrium prices in which the guantity supplied equals the

| guantity demanded.

3. Design C feafures a variety of upward demand shifis in different pericds, and ene supply
ghift in an early period, The demand shifts are displayed in the supply and demand arrays

shown in Figure 4.




4. Design D features a shift in both demand and supply in period 7, which widens the
competitive equilibrinm price interval in either the downward or upwerd direction

Figure 5 displays the downward shift employed in two sessicns; the other two sessions of

this desien used & mirror image upward ghift in the equilibrivm interval.

5. Design B first shifts the supply function (in period 6) end then shifts the demand function

(in period 10), as shown in Figure 6.

Both Designs A and B have substantial symmetries between fhe demand side and the
supply side. We began with symnetric demand and supply conditions to control for any
infiusnces that demand and supply shapes might have ont the convergence process and tliat might
obscure the separate impact of information disclosure.” Thus, while fhese purves might not
reflect fhe conditions of the California electricity market, ﬂuey do allow us to study how the
proposed information revelations will influence thie fimctioning of the fimdamental laws of
supply and demand.

Desipn C serves two functions. First, the desigﬁ is B robustness check on the overall
petterns of results derived from {he other designs. The design involves a series of demand and
supply shjfts rather than the single demand or supp]y ghiftg of the oﬂaerrdesign. It also
incorporates information revelation aboui demends and supplies that_ are not coinecident w.ith
parameter changes, so information chifis fhat might be contained in market activity alone is not
conformded with the information pi'ovided fhrough regulations io one side of the marleet ox the
other. Secondly, the desién is especially relevant for exploring the issues of the California
eleciricity market. In this design, the supply ourves used in the experimental markets have

mmportani qualitative features that broadly c_nrre.spond to the featwres found in electricily markets.

! One of the early discoveries made using laboratory narkets was that prices fend to converge {rom above (below)
{he competitive equilibrinmwhen equilibsium purplus is larger for buyers {sellers) (Smith and Williams, 1982).
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Supply is “flat” over a broad range and then tums upward sharply as capacity limits are
approached. Demsnd, on the other band, is very melastic and grows from one period to the next.
These are important similarities with the sitnation that can be expecied to evolve in California as
demand for electricity grows due to growing population, short-run supply is inelastic, and the
elasticity of long-run snpply 18 highly uncertain due the financial stress in the generation
development market Thus, thc.design tests Tor the possibility that the particular parameters
present in the regulatory dispute that partially motivates the stody do not have implicaticns for
the principles that are at work.

Designs D and E, like Designs A and B, are not intended 1o be copsistent with specifie
underlying properties of the California eleciricity tmarket Instead, we chose these parameters to
forfher investigate how the information advaniage enjoyed by one side of the market affects
adjustment fo new equilibrinm conditions, The designs also provide insight into how
infnrmatidn is diéseminai‘ad through bargaining in this multilateral negotiation nstitution.

The other variable that we systematically changsd ﬁqm one experimental session 1o
another was whether the supply side or {he demand gide of the market was asynnne‘uicaﬁy-
blessed with knowledge about the ofher side. Tn 13 of the 17 sessions, the sellers were given
detailed mformation about the minimun value that 1mits Wére worth 1o buyers. For shorthand
we rafer fo these as “Sellers-Informed” sessions, In the two Design C sessions, the sellers
seceived this information in period 5, and it was not updated until period 5. In the other sessions,
the sellers recejved this information before the first period and they were continually kept up to
date about changing information about the buyers.

While i is not the current issue in California, Jor an understanding of the symmetry in the

other 4 seseions the buyers were given detailed information about the maximum cost that sellers
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incurred to produce units. We refer 1o these as “Buyers-Informed” sessions, which can be used
as conirﬁls 10 identifj the effect of information disclosures.

As highlighted in Teble 1, about one-half of the sessions were conducted at Caltech and
one half at Purdue University. All sessions used the identical Marketscape trading program,
running on a server located in the Caltech lab. All subjects m:ndérwsut gubstantia] Marketscape
Training priof {o participating in these sessions, which included “practice” negotiation and trading
with robot trading partﬁam. The specific instructions for the sessions reporied here, sh owﬁ m
Appendix A, were distributed to subjects and read orally by the experimenter while digplayed on
en overhead projector. Period 1 of each session (not reported) was a practice period that ‘did
count in the subjects’ final cash earnings. The exchange rate of experimental currency o doliars

varied across design parameters, calibrated to provide average earmings than ranged from about

$25 1o $40 for the sessioﬁs fhat lasted between 2 and 2.5 hours,

4, Results

Our Frst result confirms that the general market convergense prop erties observed in
arevious auction-type and exchange-type experimental marlkets also operales in these bilaterat
negotiation markets.*

Result 1;

" Prices in the bilateral negotiation markefs converge 1o a competitive equilibrium under stable

supply-demand condition: (i) average prices approach the competitive equilibrium level and (ii)

the varianece of prices across coniracls declines over time.

4 4] of the resulis exclude the small mumber of transactions that were clearly typographical errors becavse they
giffered from otber transaction prices by at Jeast one order of magnitnde; for example, & price of 57 when al] recent
trensaction prices ranged between 575 and 600, This excludes 48 of the 3351 transactions in the 17 sessions (1.4

percent),
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Support: Despiie the decentralized nature of trading and price information, prices move
towards and usually reach the competitive equilibrinm price range in the sessions reported here.
Figure 7 presents all the transaction prices in session 040207 fo jllustrate this price convergence.
Rarly prices are volatile and many él'c significantly lower then the equilibrium price range, but
eventnally most prices are within the ecquilibrinm range. Table2 summarizes the deviations of
the median prices from the compeﬁtivc equjiibrium for all sessions that began with at least 5
periods of siable supply and demand conditions (that s, all designs except Design C). The first
column displays the deviations of the median transaciion price in the first paying period (pari‘od
2), and the middle column displays fhe deviations in period 5. All median prices lie within the
wide equilibritm price inferval in Design B, bt period 2 medizn prices Frequently deviate from
the equilibrium in the other designs. The median absoiute deviations decline significantly from
period 2 to period 5, based on the 15 statisticall.r independent pairwise differences shown n the
Tight colimn (nonparametsic Wilcoxon signed ranl test p-value=0.031, one-tailed).
Price movements {oward the competitive equilibrinm interval are clearly evident in Table
2. However, by “convergence” in ihese fypes of markets, we mean mors than simply a tendency
far average or median prices {0 approach the equilibrium level In addition to average prices that
approach equilibrium, convergence also requires price dispersion to dscline toward zero. That s,
we expect the “law of one price” to prevail in markets that have converged. i?igure & presents
evidence onthis dimension of convergence. For each period and for each session (except those
in Design C) the Hgure displays the standard errors of the mean associgted with ﬂ;c ayerage
transaction prices up until the first shift in supply and demand. In most sessions the price
dispersion, as shown on the vertical axis, is high duriog the early periods. As the periods
progress the dispersion falls dramatically in the sense that early disparsioﬁ is on the order of two

to five times that of Jater ﬁcriods. In other words, competitive pressures are hringing the prices
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together, even though price information is never publicly displayed and traders can only infer-
prices through ﬂleil‘ bilateral negotiations with other traders.”

The neﬂ regult presents the most important conclusion from the experiment: the
relationship between pricing outcon"xasrand {he asymimetric distribution of information.
Resulf 2:
Information cm?fersﬁ pricing advantoge, particularly during the equilibration phase of market
futeractions when prices are adfusting fowﬂ:a;ﬁ equilibrivm.
Support: Consider Figures 9 and 10, which show the meldiau'iranﬁacﬁan prices for each period
énd each session in Designs A and B. The Buyers-Informed seasions are identified with the

triangle and the cross in both figures. In Design A (Figure 9), for all periods except one the

madimum median price in any Buyers-Informed session is lower than the minimum median price.

in any Spllars—lufonﬁad session. Pooling the data in Design A across sessions and periods, we
find that prices are on avefage 7 percent higher when ssllers are informed (484) than when
huyers ate informed (453). Likewise, in Design B (Figure 10) median transaction prices are 2180
| usually higher in the Sellers-Informed sessions than in the Buyers-Infermed sessions. i’ooﬁng
scross sessions and periods. in Design B, prices are on average 8 percent higher when sellers are
informed (555) than when buyers are informed (516). |
| Prior to the mid-session shifi, Design D hag the séme supply and demand configuration as
Design A ﬁis dagigﬂ thersfore provides 4 additional ssssions (al} with sellers informed) to add
to the O Design A and B sessions ghown in Figures 9 and 10 fora statistica] comparisen of prices
in the two information freatments, For this comparison we use the period 5 (median price —.

competitive equilibrium price midpoint) deviations for each session in designs A, B and D to

5 Anpther criteria of convergence often used when analyzing laboratory markets is moreasing irading efficiency.
Our markets were highly efficient, but relative efficiency differsd across desighs due to differcmces in underlying
valne and cost conditions (i.e., displeyed in Figures2 through 6). Our experimentzl design doss not inclnde sessions
without informetion disclosure, so it cannot detenmine whether forced disclosure increasss or decreases efficizncy.
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provide comparable pre- shift prir;es in all sessions. These deviations are positive in only one of
fhe four buyers informed sessions, but are positive in five of the nine sellers informed sessions.
A 11onpa1'ame11'id Mann-Whitney test, based on the 13 statistically i11depeﬁdeni‘ session
observations, n;arginaliy rejects the hypothesis that these period 5 deviations are not different in
the two treatments in favor of the one-gided altemative fhat prices are higher when sellers are
ini’onnéd about buyer values {p-value=0.087, N4=0, Ny=¢). We draw & similar conciusion from
a simple cross-sectional OLS regression that employs one perind 5 price deviation observation

o JIeT S€55101, which allows us 0 controi for design differences with a Design B dummy variable.
The point estimate indicates a 21 franc higher medjan price when sellers are infornied (standard-
ervor 12.7, one-iailed p-value=0.065}.
Result 3:
The pricing advantage provided by the asymmetric disclosure of information ofien declines as
prices approach the equilibrium, bm:‘ the pricing advarntage can persist M?EN a wide range af
equilibrium prices exisis.
Su Egort Figures 9 and 10 indicate that the price diﬁ’erencas between Buyers-Informed and
Sellers-Informed sessions are generally more pr onounced in the early periods than in the ]ater
periods. For exampie, consider the size of the percentage pIiDB differsnce across these two
opposite cases for the first 3 paying periods (periods 2 fhrough 4) compared fo the next 3l paying
periods (periods 5 1hrough 7). In Design A. (ie., naTow range of equilibrium prices), the

| differences in prices across ireatments are modestly greater in penods 2 ﬂJIDugh 4 (averaging 8.1

percent) compared o periods 3 tlu'ough 7 (avcragh:\g 6.7 percent). But in Design B (i.e., wider
range of equilibrium prices), in peuods 2 through 4 the prices are on average 10.]1 percent ]Jighef

when sellers are informed (54—4) than whexn buyers are informed (494), while in periods 5 fhrough
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7 the prices on average are only 5.3 percent higher when seilers are informed (558) than when

" buyess are informed (530).

Nevertheless, an independent examination of the Jonger Design B sessions 0402152 and
0402 15¢ indicate that the pricing advaniage can persist even afier pﬁceé have converged 10
equilibriviy, as long as hat cequilibrium contains & relatively wide range of prices. I {he late
periods B fhrough 10, the average transaction'prica in the Sellers-Informed session 040215cis 9
pereent higher (581) than in the Buyers-Informed séssion 0402158 (532). Note that both of these
averages are, however, still witlin the range of equilibrium prices [473, 6007,
Resulf 4: |
The 1'esp.onse of realized transaction prices 10 changes in equilibrivm market conditions depends
on the information available to traders about The new supply and demand situation. i) Desigr D
sessions show that when both types of iraders can recognize av underlying shift, prices adjust
1014@!‘07 the midpoint of the new eguilibrivin price range, -(ii) Design E sessions show that prices
do ot adiust to reflect cost reductions when only seilers are aware of the underlying change in
market conditions.
Support; Figures 11 and 12 preseni median tl'ailsaction prices for the 6 sessions in Designs D
and B Sellers were informed of the minimum buyer values in all 6 of these sessions. In Design
Da nan-uvw market equilibriwm price range in early periods is foliowed by a large demand and
supply shift in period 710 a condition ﬂ'mt results in both inelastic demand and inela stic supply
and & wide range of equilibrium pﬁces. After the shift, however, prices that wers very near the
old equilibrium pricé remein as possible new equilibrinm prices, Thus, since we observe prices
in the equilibrium range—as documented throughout these resulis—a possibility exists that
prices would ﬁwve very little or by & substantial amount {up 1o 30 per;:ent) after the shift is
introdnced 10 period 7.
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Despite the possibility that prices. need not adjust by nuch in order to reach & new
equilibrium level, however, prices in fact adjust quickly and signifi canﬂy 1o near the middle of
the new equilibrium price range. What is perhaps more surprising is that the shift is similar in
speed and size when the equilibrinm shifts down compared to when it shifis up, even though in
all four sessions sellers know the buyers’ values while buyers never know the sellers” costs.
Buyers can infer that market conditions are changing in period 7, though, becausgs of their own.
dramatically revised resale values. This may have motivated them 1o negotiate aggressively with
sellers following the shift, leading to substantial downward price pressure when the equilibrium
price TBDRE shifted all the way down 1o 280 francs. This conjechie motivatad {he more subile
supply and demand shifts introdnced in Design E.

In Design L, sellers’ costs shiffed down period 6 resulting in & downward widening of
the competitive equilibrium price interval Buyers” values remained unchanged and they
received no information about seflers’ costs, 50 they shoutd have besn imaware of the supply
shifi. Alfhough prices could have fallen by as much as 20 percent following this shift and still
remain in the equilibrium range, Figure 12 shows that mf:diﬂ]ll prices bardly edjust (remaining
mosfly arcund 700 francs) in both sessions. By conirast, ﬁladian prices increase immediately in
both sessions when a demand shift that is known to the informed sellers is introduced in period
10, and prices continue to rise thereafter. This suggests that when sellers are as}ﬂmatrically
informed ebout buyer vales the transaction prices are more sensitive 1o demend shifts than they
are 1o supply shifts. |
Result 5:

All results stated above survive the robustmess tests of Series C.
Support: Series C consists of two sessions operating under the same parameters. The time

seres of median transaction prices are Gisplayed in Figure 13, In these sessions, the first two
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periods have stationary, symmeric demand and supply with consumer surplus equal 1o producer:
surplus. Prices converge to neat the competitive equilibrium Ty period 2, consistent with Result
1. In period 3, & demend and supply shift tales place ihat is not anmounced to any traders. As
can be B2 prices move up, possibly reflecting the asymmetric Tents, with conswmer surplus
greater than produﬁal' surplus and the market in the early part of adjustment feeling the changss
with & consequent shift upward i?l price. Inperiod 4, smother npward demand shift takes place
fhat exacerbates this rent asymmetry but does not affect the ecuilibrium price range. The
information of the shift is not given fo the sellers and thers is no tendency for prices io move
upward, consfstent with Resuli 2 that the information disclosure iz a key Teaturs that conveys .

advantages to the nformation receiving side. In Pericé 5, another upward shift in demand talces

place, this {ime widening the equilibrium price range. At the beginning of the period the demand .

is disclosed 1o the sellers, and consistent with Result 2 the prices immediately jump in one
market and move sharply upward In #he other market two periods later. In period B, another
ypward demand shift takes place without demand disclosire. This shiftin demand has no effect
on market prices in session 0402162 and 2 gmall effect in session 040216D, but gince the

040216b market had an upward drift in prices anyway atiribution to the demand shift is
problematic. In period 3, when the Gemand is disclosed and sellers learn of the shift the market
prices immediately respond upward i session 040216a, and median prices respond npward with
2 one period lag in session 040216b. The phenorene identified in all of the previous results are

also found in this more complex seftmg fhereby demonstrating that {he Tesults are robust to such

environmental chanpges.
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produced here place a burden on the advocates to produce a theary of sufficient generality to

support the proposition that they advance. When that is Gone additional tests can be performed

1o test iis reliability,
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Figure 1: Example Markeiscape Trading Screen
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rigure 2: Supply and pemand jor Pesign A
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Figure 4: Supply and Demand for Design €
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Tigure 10: Median Transaction Prices by Session, Desige B

600
500
400
§ —+— Sellers Informed 040213
o)
™ 300 -« & -~ Sellers Informed 040214 |—
=%~ Sellers Infonmed 040215¢
—i— Buyers Informed 0402158
2060 - - 3¢ -~ Buyers Infonned 040215b1—
' —— Upper CE
——Lower CE
100
D i I T I 1 1 i 1 L]
1 2 3 4 5 6 7 8 9 10 11

30



Price

1000

900

800

700

600

500

400

300

200

100

Tigure 11: Median Transaction Prices by Session, Design I

/ F IR Prmnmm - e *
\ T e

|+ -ve. Sellers Informed 040208

—&— Sellers Infonmed 040301 \

v+ o+ » Sellers Infrmed 040229

—yt— Sellers Inforrmed 040220 \

—— Uppar CE

Lower CE |
5 ] 4 5 6 7 2 9 10 11




Price

1000

909

800

700

00

500

408

-300

200

100

Figure 12: Median Transaction Prices by Session, Degign B

n/—.igx-;:‘;\u“.“-i ¥ ___._-—E-—'—__-E—'"._._‘—_i -------------
\ e
<
.+« e+ » Sellers Informed 040308
—=—Beller Informed 040309
——UpperCE
—Lower CE
3 4 5 6 7 8 9 10 11 12

32

13




Tigure 13: Median Transaction Prices by Session, Desien €
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Table 1: Experimental Sessions

Disclosure Condition

‘Index Location Market Parameiers
040203 CIT Design A buyer values known to sellers
040204 CIT Design A buyer values known fo sellers
040206 CIT Design A seller cost known to buyers
040207 CIT Desipn A ~ seller cost lmown to buyers
040208 CIT Design D, UPWaTd S.hlﬁ B puyer values known to sellers
equilibrium in period 7
040213 Purdue Design B Set 2 buyer values Juowr 1o seliers
040214 CIT Design B Set 3 buyer values koown to sellers
0402152  Purdus Design I3 seller cost Jmown to buyers
040215b CIT Design B seller cost lmown to buyers
040215c Purdue Design B buyer values known fo gellers
Design C set 4b Schedule 3 buyer valuas known to sellers
0402362 CIT domnend shifis 3,4,5,8 pariods 5, 0
. Design C set 4b Schedule 3 buyer values kmown to sellers
040216b  Purd
rave demand shifls 3,4.5,8 perods 5,9
0402292 Purdue l_)cmgn‘ D : d ovmward“smﬁ' huyer valueg known to sellers
in equilibrium in period 7
040228b CIT J_Deszlgn_ ].)’ d OWI.T_WEIC% shift buyer values known fo sellers
in equilibrivm in period 7
040301 Purdue Damgﬂ: D.’ up\_vard S.Mt - buyer values known to sellers
equilibrium in period 7
, Design E, supply shift per. ) .
040308 Purdue 6. demand shift per. 10 buyer values known to sellers
040309 Purdne Design E, supply shift per buyer velues known fo seliers

6, demand shift per. 10
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Table 2: Deviations of

Median Transaction Prices from Competitive Equilibrinm

Session Period 2 Period 5 Difference in Absolute
index Median-CE MediarCE Deviations (Period 2 - Period 5)
Design A

040203 A0 0 50
040204 49 50 -1
040206 0 0 0
040207 -25 -15 10
Design B

040213 0 0 0
040214 0 0 0
0402150 0 0 0
0402152 0 0 0
0402130 0 0 0
Design D

040208 =25 0 235
040301 0 0 0
0402298 -25 -0 25
0402250 0 0 0
Design & .

040308 0 0 0
040309 -25 -22.5 2.5
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The word buyer or seller reflects how you 2
Buyers buy units from others
Sellers sell umits to others (thus arwe vi
There are two types of markets. In yo
1p the experimenter the units they boug

20 sell 1o others.

In vour personal markel, you will

e seen by oth
(lhos are viewed as a buyer by others) and th
iewed as a seller by others) after they
wr private market, you accepl deale offe
1t from others and selters will buy from

receive affers from others just as you will p

ers. Odd munbers are buyers and even numbers are sellers.
an sel] 1o the expermentar
have bought them from the experimenter.

red by the experimenter. Buyers will sell
the experimenter the units that they plan

lace offers in their personal markets.

for profit.
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will Tet you sell
1o that person.

Your cash on hand

shown here.

Your histary of all trades will be
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e Watch fhe time.

1 umit,

enter in a private market).
e placing orders in the ODD personal m
enler in a private market).

e I you are & buyer, you will be placing orders in the EVEN personal markets {the odd are other buyers and

tilke you are buying from the experim
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Payoff Summary Link: Dxtra Information

This linl provides & swmmary of your past earnings and payaffs. ltalso contains special
information for the sellers (even numbers).

Sellers will bave information about the minimum valies that buyers (odd numbers) have for
units. At the payoff summary link the sellers (even numbers) will find the {nllowing table.

BUYER Value of unit ip buyer
NUMBER 1gt unit 2nd unit nif wnit
3121 . . e s ©
X123 . . - ‘e 5
K125 . . ¢
X127 . o Ve e .
X129 . . o e

These numbers are a floor of the values that the buyers have in their private order book — the
value for which they can resell the unit fo the experimenter are at least this high. In some cases
these values might be the exact mumbers and in other cases thess values might be lower than the

exacl values.
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DECLARATION OF KEVIN R. CINI

I, Kevin R. Cini, declare:

1. T am Director of Energy Supply and Management of Petitioner
Southern California Edison (SCE) and, as such oversee a department of
approximately 90 SCE employees. I have primary responsibility within SCE for all
issues concerning SCEs power purchases from conventional (men-renewable, non-
Quelifying Facility) sources, including contractual, regulatory and litigation
matters that arise in connection with such purchases. As part of my job duties it
is my respounsibility to remain current on proceedings before and decisions issued
by the California Energy Commission (“Commission”) the California Public
Utilities Commission (“CPUC?), the Federal Energy Regulatory Commissicn
(“FERC”) and the courts dealing with electric power issues generally. Ihavea
Bachelor's degree in Chemistry and a Master's degree in Business Administration
from the Tiniversity of California, Irvine. T have been employed by SCE in
progressively more responsible positions since 1961. I have personal knowledge of
the matters set forth herein, and [ could testify competently thereto if called as a
witness. |

2. I am malking this declaration to explain how a recent Notice of Intent
to Release Aggregated Data, issued by the Commission’s Acting Executive
Director on. Jmie 3, 2005 (“Notice of Intent”), and attached to SCE’s Petitioh for
Writ of Administrative Manciate as Exhibit C, makes the release of the
information that was the subject of the Cormmission’s May 11 Decision even more
damaging to SCE. This Notice of Intent is relevant to these proceedings, but was
not available at the time SCE’s appeal to the full Commission was filed and thus
could not have been produced by SCE.

3. As noted in the Writ Petition, SCE has both “bundled customers” and

“Jdirect access customers.” Bundled service customers ars those for whom SCE

LW051600008
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provides all electric services. For these customers, SCE provides not only the
transmission and distribution lines and services that bring power to their homes
and businesses, but the actual electric power supply that ig tranemitted over those
lines. This power can be supplied from SCE's own plants, or via contracts SCE
negotiates and eniers with other power producers. The great majority of SCE’s
residential and small business customers are bundled service customers.

4, The second category of customers 18 “direct access customers.” While
SCE provides transmission and distribution lines and services to these customers,
SCE is not responsible for procuring the power supply that 1s transmitted over the.
lines and that the customers nse. Their power is supplied by independent Energy
Service Providers, or “ESPs.” Direct access cusLomers contract-with ESPs to
provide them with their power supply, which is transmitted across SCE's lines.
Direct access cuStomers are primarily, but not exclusively, large businesses.

5. SCE’s “total system”' thus consists of both bundled service customers
and direct access customers. (In other contexts, SCOR's total system is defined to
include wholesale transmission services that SCE provides, although the
definition provided in the sentence above is most relevant for the purposes of this
declaration.) |

6. Tn essence, the difference between the amount of power SCE needs to
provide its bundled service customers and the amount it actually possesses (owned
or procured by SCE already) is called the “residual net short” or “net short.” The
“net short” that SCE needs to procure 10 serve the bundled customer load at peak,
regardless of the time of that peak, is the primary subject of this declaration, and
is sometimes referred to the “capacity net short.” Since electrical power cannot
stored, SCE has no choice but to obtain the minimum required amount of
electrical capacity to reliably supply power té ite bundled customer load at peak,

or to create an unacceptable risk of having to interrupt service.

1. W051600008
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7. In other contexts, “net short” can refer to the amount of electrical
capacity that SCE needs to procure to meet the monthly peak need, or can refer to
the amount of electrical energy that SCE seeks to procure for a daily, monthly or
quarterly block of hours, cuch as the industry-defined “on-peak” hours or “off-
peak” hours (or all hours of the block — the so-called “fiat” product).

8. In contrast, “net 1011g’_’ refers to the elecirical energy that SCE seeks
to sell in the market, typically for a daily, monthly, or quarterly block of hours. In
any case, the “net short” or “net long” position 18 market sensitive information

because it conveys the guantity and product that SCE must procure or is seeking

to sell into the market.

9, SOF ie also subject to decisions of the California Public Ttilities
Commission that require SCE to procure minimum levels of electrical capacity to
serve ite bundled customer load at the annual peek and at each month’s peaik,
regardless of the actual time of oceurrence of these peaks. This minimum level is
expressed as a fixed percentage (that is publicly known) of the bundled load
forecast, not as an absolute nu;:iber. Since the annual and monthly peak bundled
load forecasts are the béses of SCE’s required procurement, SCE has maintained
this information as confidential.

10, In the latter part of 1996, California enacted Assembly Bill 1880 ("AB
1890”), which began the now well-publicized, failed deregulation of the California
wholesale electricity market. Prior to deregulation, SCE served i‘;s retail electric
customers using a generation mix from its owned generation, through contracts
(predominantly long-term) between SCE and other utilities, and through long-
term contracis with @ualifying Facilities (@Fs). Because the power needed to
serve SCE's customers came from its own generation, or was under contract,

SCTs “net short” position was zero (0T negative, meaning SCE had a surpius of

electrical capacity above the minimum;.

LW051600008
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11.  TFollowing deregulation, various CPUC crders compelled SCE to sell
a1l of ite natural gas-fired generating units to independent third parties. The
concept behind deregulation was that the transfer of utility-owned generation to
independent third parties, along with the development of nev&-f generating facilities
by such parties, in concert with a competitive wholesele electricity market and
end-use customers’ “direct access” 1o non-utility generation would reduce costs for

eleciric consumers over time. The state established a spot market, knowﬁ as the
Power Exchange (‘PX”), in which the wholesale price of electricity was to be set on
an hourly basis through competitive bidding. The PX commenced daily trading on
March 31, 1996.

19.  The deresulated wholesale market for electricity in California did not
develop as anticipated. For awhile, the deregulation scheme produced reasonable
wholesale electric prices which were compatible with SCE’s frozen retail rates.
Beginning in about mid-2000, however, & combination of factors caused wholesale
clectric rates to skyrocket in California. Among other things, structural
infirmities in the California and regional wholesale markets permitted rampant
market manipulation by indepeﬁdent generators and power marketing companies.
Asa consequence.of the niarket dysfunctionality described above, the PX |
suspended active trading on January 19, 2001.

13, For the next two years, the Department of Water Resources (DWR)
procured power to meet the needs of SCE’s bundled service customers, as well as
customers of the other investor-owned utilities. Beginning January 1, 2003, DWR
was no longer authorized to procure power for the customers of investor-owned
atilities. On or slightly before that date, SCE started procuring power from the
market. Nevertheless, since SCE sold many of its plants, its “net short”
requirement was significant.

14 Ifa market participant or market participants became aware of the

magnitude of SCE’s “short” position for any particular period, that market

LWD51600008
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participant or all market participants collectively could and would charge or bid a
higher price than otherwise 1o sell power to SCE. Market particip ants would
realize the “shorter” SCE’s position (i.e., the greater the quantity of power SCH
needs to buy), the more pricing power and leverage they could exercise over SCE.
Similarly, data enabling an energy supplier to determine SCE’s net long position
Wou]d allow the supplier to know the quantity of power SCE is seeking to sell.
Advance knowledge of SCE’s “short” or “long” posit'ions allows market participants
the opportunity to accumulate positions in advance of SCFE’s transaction activity,
enabling them to exercise even greater pricing leverage over SCE.

15. I have reviewed the Decision attached as Exhibit A to the Writ
Datition. It would allow the Commaission to malke public SCE's forecast of the
Bundled Customer Peak and Direct Access Peak.. If power producers knew this
peak annual number, snd alsc were able to determine from other sources how
much power SCE already secured, those generators could determine SCE's net

short i.e., how much power SCE needed to buy. This information would give

prospective supphers a significant advantage in negotiations for supplies of power.

Much of SCE’s existing supply information, however, is already in the public
domain. Although the gupply information may take 110meworl~: on the partof a
market participant to obtain, fairly comprehensive information could nevertheless
be obtained.

16.  For the same reasons, SCE’s forecast of the Direct Access Peak 18 not
provided to the public. This1s hecause SCE's total system is composed of both
bundled service and direct access customers. Thus, if power producers knew the
Direct Access Peak annual number, and SCE’s Total System Peak, they could
subtract the Direct Access Peak and arrive at the Bundled Customer Pealk.

17.  All Energy Supply and Management personnel are instructed that

the Bundled Customer Peak, Direct Access Pezk, net short and net long positions,

whether they be computed hourly, monthly, quarterly or annually, are SCE trade
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secrets and are not to be disclosed outside the company, except on a confidential
basie to government agencies.
18.  Exhibit C to the Writ Petition is a letter of the Acting Executive

Director of the Commission dated June 3, 9005 and the Notice of Intent. The

Notice of Intent contains three proposals.

19. “Proposal 1: IOU Bundled Customer,” (“Proposal 17) if implemented
by the Commission, would allow the Commission to release SCE’s “Net Peak
Demand for Bundled Customers” on: an annnal basis for 2009 and forward. This is
the same market-sensitive information (other than the ﬁl"Stl three years) as
released by the Decision which SCE is asking this Court to review. Proposal 1
would also allow the Commission to release SCE’s Bundled Peak Demand on a
quarterly basis.

20. Proposal 1 goes ﬁlrtﬁer than this Decision, however, in showing
SOE’s “existing and planned contractual resources.” These zre the resources SCE
has or will have to serve its bundled service customers. .A mearket participant who
couples this data with the Bundled Pesk Demand will know SCE’s annual net
short — the gap which SCE will need to fill. Tndeed, Proposal 1 appears to provide
3CE’s generic resource needs, i.e., net short and net long, on both an annual and =
quarterly basis. As noted above, there is already considerable public information
available on SCE's supply. However, Proposal 1 appears to provide complete
information on the net short to market participants for 2009 and beyond in a
simple format and readily understandable format.

91.  As Dr. Plott has stated: “To see how this could harm SCE’s
customers, it helps to look at a simple example. For example, if you're a
quarterback, the best way to make sure the fans see your teain score a bunch of

exciting touchdowns ig certainly not to invite opposing team members into your

huddle. Just as you know you should withhold information from the other football

team, you also know that you should hide your cards from your poker competitors,
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and that vou should avoid telling the used-car salesman how much money you can
gpend on a car.”

99 Thus, the impact of the Decision to permit public disclosure of the
Bundled Customer Peak and Direct Access Peak is exacerbated by the Notice of
Intent. The Notice of Intent would release supply-side data — how resourced SCH
is. The Decigion, if not set aside, would release demand-side data — how much
SCE'’s Bundled service -customers need. This information, combined with other .
publicly available information, provides a fairly comprehensive assessment of
SCE's needs to buy and sell power in the competitive marketplace.

93, Since SCE’s customers pay for power, it is they who will nltimately
be harmed should market participants see it and use it to their advantage.

I declare under penalty of perjury under the laws of the State of California
that the foregoing is true and borrect. |

Executed on June 9, 2005 at Rosemead, California.

(@/’“ 0 C e

KEVIN R. CINI

LW0B1800008

S

DECLARATION OF KEVIN R, CINI




